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PETROLEUM STUDY 
(Gasoline and Oil Price Increases) 


WEDNESDAY, JULY 1, 1953 


House or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met at 10:30 a. m., pursuant to call, in room 1334 
of the House Office Building, Hon. Charles A. Wolverton, chairman 
of the committee, presiding. 

The Cuatrman. The hearing will be in order. 

The purpose of the hearings starting today is to inquire into the 
recent increases in the prices of crude oil, gasoline, fuel oils, and other 
oil products. 

We have received many complaints these past few days relating to 
the series of gasoline and fuel oil price increases which have been put 
into effect, ee on the eastern seaboard. Our attention also 
has been called to the recent increase in the price of crude oil, and to 
earlier oil price increases on the west coast. 

Inasmuch as these price increases follow a period of successive cut- 
backs in the amount of domestic production allowed, and have come 
at the very time that stringent reduction of oil imports is being urged, 
our committee proposes to inquire into just what the situation may 
be and to develop the facts or conditions which have caused, or are 
alleged to have caused, such increases. 

The House Committee on Interstate and Foreign Commerce is 
charged with legislative responsibility over the field of petroleum. 
This responsibility it has continuously discharged over the past years 
as it has examined into matters bearing upon our maintaining a strong 
and healthy petroleum industry adequate to meet the demands of our 
national defense and the expanding needs of our economy. The com- 
mittee naturally is just as vitally concerned in the public interest with 
the effect of the prices charged upon industry, agriculture, and con- 
sumers at large. Such concern it has demonstrated by the hearings 
in 1948 at the time of an earlier general price rise, and in the setting 
down of these hearings starting today. 

Based upon public statements which have been made, press com- 
ments, and the present high production and inventory position in the 
oil industry, these price increases at this time cannot readily be under- 
stood. Nor, judging by the complaints which this committee has 
received, does the public understand it. 

Why gasoline and heating oil prices should go up just at this time, 
when commodity prices generally are soft and reflect a firming up of 
the purchasing value of the dollar, is hard to perceive. 
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This is one of the questions into which we shall inquire. There are 
many others to which answers will be sought in an effort to determine 
whether these increases are warranted by the facts at this time. I shall 
mention some of them. 

1. Do the increased prices truly reflect the operation of normal 
market factors of demand and supply, or are they the result of other 
causes ¢ 

In our 1948 hearings the oil companies testified to the effect that 
apart from a period of artificial Government controls, petroleum 
prices are determined by the action of supply and demand. As one 
company put it: 

It must be borne in mind that in the short run price is determined by the 
relationship between demand and supply, not by cost. In the long run, if the 
margin between price and cost of production becomes unduly large or small, 
economic forces are set in effect to adjust supply and demand, and again restore 
a balance in which price provides a reasonable return in relation to costs, 

2. Was an invitation for someone else to start these price increases 
issued last May by our biggest oil company # 

It appears that a director of this company, in addressing a regional 
meeting of the American Petroleum Institute in Casper, Wyo., last 
May, expressed the time as being ready for an adjustment of price. 
The significance of this statement from a representative of this com- 
pany, which is reported consistently since 1947 as having been opposed 
to attempts by the industry to raise the price of crude, seems to have 
been missed until the appearance of an article early in June in the 
New York Journal of Commerce. The crude price rise followed 
shortly thereafter. 

3. How did it happen that when one company initiated a price in- 
crease, all of the others so quickly followed suit? Was this an ex- 
pression of free competition ? 

In response to questionnaires sent to 30 oil companies in our 1948 
investigation of price increases, all companies said that their action in 
prices was independently taken. 

4. Did the company initiating the increase in the price of crude 
oil do so because it had been losing business to competitors ? 

In 1948, the company which had led the price advance in crude oil 
stated to the committee it had been forced to do so because it pur- 
chased a great portion of its crude oil from others who would not sell 
to it at the current price in the tight supply market then prevailing. 

5. How can the increases in crude oil, gasoline, and fuel-oil prices 
be justified today in view of our having the greatest proved reserves 
we have ever had, record rates of production, high inventories of 

roducts, high imports, and an excess of production capacity of a mil- 
fion barrels a day over current rates of production ? 

In 1948, following a period of greatly increased demand upon an 
industry that had necessarily been restricted in development during 
the war, we had little of the reserve capacity which we had prior to 
the war. Today the industry has, through domestic and foreign ca- 
pacities, a tremendously greater production potential than is being 
used. 

6. How can the fuel-oil price increase be substantiated at this time 
in view of the high level of stocks and seasonal ebb in demand? 














PETROLEUM STUDY 3 


Numerous oil commentators point to a lagging | demand for fuel 
oils, and an overstock position which it is hoped to “cure” by curbing 
production. 

Is the increase in the price of fuel oil an expression of a policy of 
diesueenben consumers from using oil for fuel ? 

In 1948, the company which had led the prior crude-oil price in- 
crease, said: 

The practicalities of the situation require price increases, not only to stim- 
ulate more production, but also—just as important—to check the expansion of a 
demand for fuel oils that has been growing out of bounds. The obvious fact, 
as has been frequently stated, is that oil cannot heat all of the homes of the 
country, nor can oil continue, as it has in recent years, to supply virtually all the 
increases in the Nation’s energy load. 

8. Has domestic production been so restricted so as to jeopardize 
or reduce supply below current demand through the manipulation of 
the rates of oil allowed to be promacet by the Texas Railroad Com- 
mission, or other commissions ? 

Starting with November 1952, the amount of oil allowed to be pro- 
duced in the State of Texas, a State that customarily contributes about 
half of the domestic total, was steadily reduced during the succeeding 
7 months, by action of the regulatory commission. 

9. Why has the Texas Railroad Commission, since the increase in 
the price of crude oil, now raised the amount of oil which may be 
produced, although stating that production still exceeds demand by 
400,000 barrels daily ? 

In announcing the change in allowables, the commission chairman 
stated that reduced refinery runs might head off cuts later, that next 
year would be a critical one, but that the oil industry could “go for- 
ward with a vigorous campaign if caution is exercised by all elements 
now.” 

10. In what way do the sustained high earnings of the oil companies 
show a need for price increases to meet rising costs ¢ 

The 30 companies included in the study of the Chase National Bank 
show net income in 1952 of $2,020 million compared with $2,090 
million in 1951. The 46 listed companies reporting to the Securities 
and Exchange Commission had net earnings in the first quarter of 
1953 of $478 million, compared with $489 million in the first quarter 
of 1952. 

11. In view of the record drilling in 1952 of nearly 46,000 wells, and 
a continuation of drilling through the first quarter of 1953 at the same 
rate as 1952, what is the need of a price increase as incentive for addi- 
tional drilling of wells? 

It is noted that in the first quarter of 1953, drilling of wildcats even 
exceeded by 240 the number drilled in the first quarter 1952. 

12. ew far has the change in the rates for ocean tankers affected 
downward the price of heating oils on the eastern seaboard, inasmuch 
as the increased rates for tankers was urged a year ago as reason for 
a need to increase such prices? 

The committee was so apprised of the situation in hearings last 
vear. 

13. Why has California, a traditionally large supplier of oil, been 
forced to import oil from other areas to supply west coast consumers, 
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and to inerease prices, reportedly to meet the higher costs of such 
imports ¢ 

In testimony before the committee this past spring, the reasons were 
not made clear. 

14. Will the increased prices of crude in this country now be met 
by greater imports from Venezuela, the Middle East, or elsewhere, 
because crude oil prices there are Jower, or will prices there be in- 
creased so this will not follow ? 

Will our companies operating abroad import more into this country 
from their overseas sources, in effect thus underselling themselves 
here? 

15. Will the new foreign voluntary agreement just entered into by 
our companies operating abroad, permit the distribution of any world 
surplus of oil that might arise, such as were Iranian production again 
io materialize, just as it covered the distribution of the deficit when the 
Tranian refinery at Abadan was shut down ? 

Whether it covers surpluses as well as shortages is not apparent. 

16. Do the increased prices of gasoline and fuel oi] merely represent 
a foretaste of the higher prices which the major oil companies have 
intimated would follow the enactment of any policy to restrict 
imports ? 

Testimony by importing companies in recent hearings of the Ways 
and Means Committee was to the effect that a general policy of dis- 
couraging imports would force high prices on consumers. 

17. Or are the higher prices for crude oil the result of some under- 
standing reached to avoid enactment of a policy restricting imports? 

It is reported through the press that a spokesman for the indepen- 
dent producers, in commenting on the increased price of crude oil, 
stated : 

Undoubtedly it will lessen the pressure for immediate legislative action on the 
imports problem. 

These questions which I have outlined are simply illustrative of the 
need for obtaining a correct portrayal of the facts, if one is to under- 
stand how these price increases may be justified at this time. We 
look forward to the cooperation and help which the various witnesses 
appearing before us will give in clearing up the question of whether 
the increases are warranted. 

The committee also has an especial responsibility for the mainte- 
nance of a national transportation system adequate and able to meet 
the needs of our country. Transportation is a service, one of the 
chief costs of producing which is that of the fuel consumed, which is 
vital to our defense and economy, whether in the movement of ma- 
terials of war, of goods in commerce, of persons to their places of 
work, or of agricultural products to feed them. We shall hear today, 
accordingly, from representatives of transport and other industries 
as to just how the increased prices of oil products affect them. 

This is to be followed, probably commencing on Monday next, with 
hearing the witnesses on behalf of the companies. 

We have with us this morning representatives of a legislative com- 
mittee appointed by the legislature of the State of Michigan. They 
are likewise interested in this subject. They are present today, not 
only to indicate their interest, but also to make a contribution to the 
work of this committee in the hope that this committee will be able 
to cooperate with them in the study that they are making. 


> cine 
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We will be pleased to hear at this time from the representative of 
the Michigan legislative committee. 

Mr. Bennett. Mr. Chairman, I believe that Mr. William 8. Broom- 
field is the chairman of the Michigan committee. I think he is here, 
and would like to present the views of his committee. 

I would like also to state, Mr. Chairman, that the Michigan State 
Legislature has concerned itself with this problem from time to time 
during the past 3 years, and in 1951 a committee of the State legisla- 
ture spent 7 or 8 months studying this problem insofar as it relates 
strictly to the people of the State of Michigan. 

I know that you will be interested in hearing Mr. Broomfield, who 
also has the other members of his committee with him, and I would 
like to present him to the committee at this time. 


STATEMENT OF WILLIAM S. BROOMFIELD, CHAIRMAN OF THE 
MICHIGAN COMMITTEE TO INVESTIGATE GASOLINE PRICES, 
ACCOMPANIED BY CYRIL H. ROOT, JOSEPH A. CAVANAGH, ED- 
WARD H. JEFFRIES, AND WILLIAM A. AUSTIN, MEMBERS OF THE 
COMMITTEE 


Mr. Broomrreip. Mr. Chairman and members of the Interstate and 
Foreign Commerce Committee, it is really a wonderful honor for us 
to come from Michigan to appear before this honorable body. I also 
want to thank you, and also Cotiteahensti Bennett, for making these 
arrangements possible. 

At this time I would like to introduce the members of the Michigan 
Legislative Investigating Committee: 

First is Representative Jeffries from Detroit; Representative Wil- 
liam Austin from Muskegon; Representative Joe Cavanagh from 
Midland; and Representative Cyril Root, from Kalamazoo. 

I would like to say at the outset that our committee is down here, 
rou might say, not technically as a witness, as a complaining witness, 
but we are interested in a mutual problem that you have started on. 

I happened to be a member and in fact chairman of the investigat- 
ing committee back in 1951, working in conjunction with the State 
attorney general in this same problem. We worked about 8 months, 
yathered a lot of material, and went into a very extensive investigation. 
We had certain recommendations, and those reports I am going to 
submit to you today. 

I have a general introductory statement that I would like to make. 

Hon. Charles A. Wolverton, chairman: the Legislature of the State 
of Michigan has continued this special committee to investigate the 
prices of gasoline and the cause of the recent increases, and the rea- 
sons for any discrimination in prices as charged in Michigan and 
prices charged in other States. I am also enclosing a copy of our res- 
olution which we are operating under. 

Since your honorable committee has determined to make an investi- 
gation in the same field on a nationwide basis, our State committee 
wishes to offer its cooperation and to ask your help in our investiga- 
tion. We believe that there are factors of intrastate operation which 
we can develop which will be helpful to your committee, and that the 
factors of interstate commerce involved in the problem will be of 
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help to our committee. To the extent that we can be of help to you, 
we make the offer. 

As a matter of record, this committee conducted extensive hearings 
in 1951 and made its report to the legislature last year. I am also 
enclosing a copy of that report. I might say we were very delighted 
when you gentlemen decided to undertake the investigation on a 
national basis, since any State necessarily is limited in the scope of 
its activities in interstate matters. 

We believe a coordinated approach may be of the highest value to 
both parties concerned, and for the general public good. 

We recommend and request that you send a subcommittee to Mich- 
igan during the course of your investigation, because Michigan, as 
the seventh State of the Union, is actually in the center of the Midwest 
region where this problem is particularly acute. 

In addition, since Michigan is the center of world automobile pro- 
duction, the effect of this problem is crucial, both for Michigan and 
the nationwide consumer’s market. We recommend that this step 
be taken as soon as convenient to you, and we shall be glad, as a 
committee, to cooperate in every way possible to make your work 
fruitful. We would be glad to participate in a joint hearing in 
Michigan, if that was possible. 

While the Michigan committee is primarily a factfinding body, our 
recommendations to the legislature may include statutory proposals 
if such are found to be feasible or necessary. 

Upon your authorization, we would be glad to establish mutuality 
of staff operations and exchange of information. 

That ends the statement that I have, as far as the introductory 


portion. 
(The resolution referred to follows:) 


{House Journal No. 80, May 19, 1953] 


Representatives Broomfield, Cyril H. Root, Cavanagh, Fitzpatrick, Cooper, and 
Jeffries offered the following resolution: 


HOUSE RESOLUTION NO. 38 


A resolution providing for. an investigation of the relationship between the 
retail price of gasoline in Michigan and its gasoline tax in comparison with 
the same relationship in other States. 

Whereas recently announced increases in the price of gasoline in the Detroit 
metropolitan area and the possibility of additional increases elsewhere in the 
State are imposing a continuing burden upon motorists and may adversely affect 
the use of the highway system of Michigan; and 

Whereas it has come to the attention of the house of representatives that 
there is no uniform direct relationship between the retail price of recognized 
brands of gasoline and the State tax imposed thereon throughout the Nation; 
and 

Whereas it is known that in some instances the retail price of gasoline has 
recently been from 1 to 4 cents per gallon more in Michigan than in States with 
gasoline taxes as much as 4 cents higher than Michigan; and 

Whereas it is a fact that recognized brand gasoline has been sold in adjacent 
States for less than in Michigan, notwithstanding the fact that these States have 
higher State gasoline taxes than Michigan; and 

Whereas it is the duty of the house of representatives to investigate and seek 
redress for its citizens from apparent price discrimination: Now, therefore, be it 

Resolved by the house of representatives, That a special interim committee 
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composed of five members of the house, to be appointed by the speaker, is hereby 
created to make an investigation of the relationship between the retail price of 
gasoline in Michigan and its gasoline tax in comparison with the same relation- 
ship in other States; and be it further 

Resolved, That said committee shall conduct its investigation in the interim 
between regular sessions of the legislature and shall report its findings and make 
its recommendations to the next regular session of the legislature; and be it 
further 

Resolved, That legislative immunity shall not extend beyond the actual mem- 
bers of the committee hereby created ; and be it further 

ResolWwed, That the committee shall be authorized to administer oaths, subpena 
witnesses and/or to examine books and records of any public agency and of any 
persons, partnerships or corporations involved in any matter within the jurisdic- 
tion of the committee in its investigations and study; and be it further 

Resolved, That the members of the committee shall serve without compensation, 
but shall be entitled to actual and necessary traveling and other expenses incurred 
in the performance of official duties, to be paid from the appropriation to the 
house of representatives ; and be it further 

Resolved, That the committee shall be authorized to employ counsel and such 
additional aid as may be necessary for the purposes of this resolution: Provided, 
That the total expenses incurred by such committee shall not exceed $1,500. 

The resolution was referred to the committee on rules and resolutions, 

Mr. Broomrieip. Now, Mr. Chairman, I would like to give you a 
little background as far as Michigan is concerned. 

Since 1946, when the ceilings went off on OPA, we have had 15 
increases up to the present time. During that time, and I should say 
during the 1951 investigation, they went into a so-called price war, 
and there were two decreases. 

Now, Michigan has one of the 10 leading cities throughout the 
United States, and has the highest gasoline price, and that is why 
we urge you and strenuously ask you to come to Michigan to hold 
some of your hearings, because the people of Michigan are very 
much alarmed. We are just wondering when these prices are going to 
stop rising. 

It seems like these prices are ever-increasing, with no indication in 
sight that they have reached the top of what they consider the right 
price for gasoline. 

I would like to introduce Representative Austin, who briefly can 
give you some idea of what was accomplished during the 1951 inves- 
tigation, if that meets with your approval. 

7 ° . 

The CHarrman. Give your full name, please, and your residence. 

Mr. Austin. William A. Austin, of Muskegon, Mich., and I repre- 
sent the First District of Muskegon County. 

This report is reported in No. 16, Journal of the House of Repre- 
sentatives, Michigan Legislature, January 30, 1952. 

As you gentlemen know, the investigation was done by a special 
interim committee to investigate the relationship between the retail 
price of gasoline in Michigan and its gasoline tax in comparison with 
the same relationship in other States. 

Mr. Bennett. Would you like to have that report made a part of the 
record of this hearing? 

Mr. Austin. Yes, I would, and I would request it be made a part of 
this hearing. 

Mr. Bennett. I would request permission to have the report to 
which he is erg ae a part of the record here. 

The Cuamman. The request is granted. 
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(The report referred to follows :) 


{House Journal No. 16, January 30, 1952] 
Report OF SELECT COMMITTEES 
REPORT OF COMMITTEE ON GAS EXPLOSIONS 


The committee of the legislature appointed pursuant to House Concurrent 
Resolution No. 54 to continue an investigation and study of gas explosions, under- 
taken under the provisions of House Concurrent Resolution No. 8 of the extra 
session of 1950, preliminary report of which committee was printed in Journal 
of the House Ne. 94, page 1779, respectfully submits the following report: 

The former committee had thoroughly investigated gas explosions. 

The present committee has concluded its work in connection with transporta- 
tion of gas through pipelines, rail transportation, truck transportation, distribu- 
tion of bottled gas, distribution of liquified petroleum gas through pipelines 
and distribution through gas mains wherever they may be located within the 
State and saiety measures. 

Necessary legislation is being prepared to carry out the conclusions of the 
committee. 

Respectfully submitted. 

Chairman. 
Representative Ben BE. LOHMAN, 
Representative ANDREW W. Coss, 
Representative JosepH G. O'Connor, 
Senator FRANK ANDREWS, 
Senator Grorce N. Hiaerns. 
The report was referred to the clerk and ordered printed in the journal. 


REPORT OF COMMITTEE ON GASOLINE TAX, PRICES 


The interim committee was authorized by House Resolution No. 42. The op- 
erative part of this resolution reads: 

“Resolved by the house of representatives, That a special interim committee 
composed of five members of the house, to be appointed by the speaker, is 
hereby created to make an investigation of the relationship between the retail 
price of gasoline in Michigan and its gasoline tax in comparison with the same 
relationship in other States, to act in conjunction with the investigation now 
being conducted by the attorney general ;” 

It appears to be plain that this language means that the house of representa- 
tives wishes to learn whether or not the purchasers of gasoline in the State of 
Michigan are being charged prices for gasoline which are determined by fair 
and lawful competitive practices which if employed in the pricing of gasoline 
would give full weight to low cost transportation of liquid petroleum products 
over the waters of this State and its efficient system of highways and railways, 
as well as the numerous other transportation, processing, and storage advan- 
tages enjoyed by the sellers and producers of gasoline within the State of 
Michigan, or whether the people of this State are paying prices based upon the 
ability of suppliers of gasoline and liquid petroleum products to exact the exist- 
ing apparently unreasonable prices through exercise of monopolistic practices 
contrary to the prohibitions of sections 1 to 5 of the Michigan Antimonopoly 
Statute (Act 255 P. A. 1899.3 Comp. L. 1948, sec. 445.701) which reads: 

“Title: An act to prevent trusts, monopolies, and combinations of capital, 
skill or arts, to create or carry out restriction in trade or commerce, to limit 
or reduce the production, or increase or reduce the price of merchandise or any 
commodity; to prevent competition in manufacturing, making, transportation, 
sale or purchase of merchandise, produce or any commodity; to fix at any 
standard or figure, whereby its price to the public or consumer shall be in any 
manner controlled or established, any article or commodity of merchandise, pro- 
duce or commerce intended for sale, barter, use or consumption. 

“Sec. 1. That a trust is a combination of capital, skill or arts by 2 or more 
persons, firms, partnerships, corporations or associations of persons, or of any 
2 or more of them, for either, any or all of the following purposes: 

“1. To create or carry out restrictions in trade or commerce; 

“2. To limit or reduce the production, or increase or reduce the price of, mer- 
chandise or any commodity ; 


3 
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“8. To prevent competition in manufacturing, making, transportation, sale or 
purchase of merchandise, produce or any commodity ; 

“4. To fix at any standard or figure, whereby its price to the public or con- 
sumer shall be in any manner controlled or established, any article or com- 
modity of merchandise, produce or commerce intended for sale, barter, use or con- 
sumption in this State ; 

“5. It shall hereafter be unlawful for 2 or more persons, firms, partnerships, 
corporations or associations of persons, or of any 2 or more of them, to make 
or enter into or execute or carry out any contracts, obligations or agreements 
of any kind or description, by which they shall bind or have bound themselves 
not to sell, dispose of or transport any article or any commodity or any article 
of trade, use, merchandise, commerce or consumption below a common standard 
figure or fixed value, or by which they shall agree in any manner to keep the 
price of such article, commodity or transportation at a fixed or graduated figure, 
or by which they shall in any manner establish or settle the price of any article, 
commodity, or transportation between them or themselves and others, so as to 
directly or indirectly preclude a free and unrestricted competition among them- 
selves, or any purchasers or consumers, in the sale or transportation of any such 
article or commodity, or by which they shall agree to pool, combine, or directly or 
indirectly unite any interests that they may have connected with the sale or 
transportation of any such article or commodity, that its price might in any man- 
ner be affected. Every such trust as is defined herein is declared to be unlawful, 
against public policy and void: Provided, however, That nothing contained in 
the provisions of this act shall be construed to forbid producers of farm or dairy 
products from cooperating or organizing corporations or associations not pri- 
marily for profit, for the purpose of insuring and providing a reasonably certain 
and stable market for, and distribution of, such products upon terms fair and 
reasonable to the public and to themselves, and bargaining with distributors of 
such products singly or collectively in relation thereto, nor shall such cooperative 
undertaking, corporations associations or members thereof be held or construed 
to be illegal combinations or conspiracies in restraint of trade.” 

In general “monopolistic practices” are agreements between individuals and/or 
corporations or acts by individuals and/or corporations which create the power 
in these persons to control prices or exclude competition. 

House Resolution No. 42 directs that this committee “act in conjunction with 
the investigation now being conducted by the Attorney General,” and it seems 
obvious that an investigation of discriminative pricing as between the various 
States, if discrimination is eventually found, must of necessity involve monopo- 
listic practices. 

The Attorney General has been conducting his investigation of alleged violations 
of the Michigan antimonopoly statute and other statutes bearing upon illegal 
trade practices in the pricing of gasoline, as well as the commonly used fuel oils, 
for a period of approximately 2 years. Thus, in effect, the last quoted clause 
in Resolution No. 42 facilitates the Attorney General’s investigation by affording 
the use of the power of subpena and makes the findings in said Attorney General’s 
investigation available to the committee in the matter of discriminative pricing, 
thereby finalizing both investigations at or about the same time. 

Thus, in order to fully comply with the requirements of House Resolution No. 
42 concerning price discrimination, as well as monopolistic practices, this com- 
mittee has determined that the refinery cost of all products and the cost of trans 
portation of such products up to the time that the same are delivered o the con- 
sumer must first be determined before any final conclusions may be reached as 
to price discrimination or monopolistic practices since, assuming that a refiner 
produces gasoline at a cost of 10 cents per gallon and charges a tank-wagon price 
of 19 cents per gallon in both Michigan and Illinois, and if transportation costs to 
Michigan were one-half of those to Illinois, despite the fact that tank-wagon prices 
were identical, a discrimination would exist as against Michigan. 

If this committee finds that no discrimination exists, and that the refiners’, 
jobbers’, and retailers’ profit margins are reasonable, then the investigation need 
proceed no further. If unreasonableness of profit margins exists on the part of 
any of the above, then this committee must enter the second phase of the investi- 
gation to determine if any monopolistic practices are employed to bring about 
such result. In other words, this committee must conduct a two-phase investiga- 
tion, in which each phase might well be found to be of such intermingled nature 
that neither could be conducted without full consideration of the other. From 
matters in the files of this committee and matters hereinafter set forth, it seems 
probable that both phases will need to be fully pursued. 
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This committee finds that the Standard Oil Co. of Indiana on the following 
dates increased its dealer tank-wagon gasoline prices in the metropolitan area 
of the following amounts on the following dates: 

From exhibit 4A: 


Amount of increase Amount of increase 
Date in cents per gallon Date in cents per galion 


July = f 1. 0 | Oct. 22, 1947 
Aug. 2 . 
Jan. 7 f 1.0] May 6, 1948 
o 64 Sune 2, IGG cee ed lide 


Mar. ; 
July 2 Total 


Itisa Pk truth that all of the major oil companies under investigation here 
made identical increases on identical or nearly identical dates, and that on the 
dates of the above-noted increases, the dealer tank-wagon prices were identical’ 
for all said companies, and these facts are so well within the public knowledge 
that this committee deems it of no value that exhibits and testimony be set forth 
in this report to support the same. 

An expert witness, Prof. George F. Hobbs, testified that all of the gasoline sold 
by the major oil companies selling in Michigan and now under investigation by 
this committee are for all practical purposes identical in quality in each of the 
grades known as “regular” and “premium” (transcript p. 358, National Motor 
Gasoline Survey, U. S. Bureau of Mines, District No. 5). This testimony is 
further supported by the fact that the majority of the above-mentioned com- 
panies made exchanges of gasoline between them for the purpose of saving trans- 
portation ; for instance ; on December 1, 1949, Standard of Indiana received gaso- 
line from the Sinclair Refining Co. at Detroit on the agreement that a like amount 
of gasoline be returned by Standard to Sinclair at Whiting, Ind. (from exhibit 4c). 
And it appears that exchanges were also made on a purely borrow-and-return 
basis. For instance, Standard received gasoline from the Pure Oil Co. at Bay 
City on December 7, 1949, and returned a like quantity to Pure Oil Co. at Bay City 
at a later date (from exhibit 4c). 

It is apparent that since all except one of the major companies sell an identical 
product for an identical price no seller competition exists between them. This 
committee has received evidence that some seller competition does exist in Mich- 
igan on the part of companies not now under investigation by this committee, 
to wit: 

One of the largest of the major oil companies sells a premium-test gasoline 2 
cents below the price for this grade, and this company does not market any other 
grade of gasoline. This condition is also true of one of the largest independent 
companies in Michigan. 

One other independent company in Michigan has been selling a gasoline which 
is equal in quality to the prevailing Michigan test (transcript 361 to 363-364) 
ata price of 4.8 cents lower than standard price for regular gasoline. 

This committee finds with respect to pricing, which from posted tank-wagon 
prices * appear to have been discriminatory, that on May 1, 1950, the posted tank- 
wagon prices at four cities in the area in which the Standard Oil Co. of Indiana 
has been the price-setting major company; usually known as the price leader ; 
was on May 1, 1950: 

[In cents] 


, 
| Posted 

dealer State gas 
tank wagon tax 
a price 





May 1}, 1950: 
Milwaukee buts 14.7 
Chicago 14. 
Twin Cities........ i 13.4 
Detroit ; 15.4 


1 This finding may vary somewhat as to nate of Michigan other than the metropolitan 
area. The exact variation will not be determinable until the completion of the jobber price 
turvey hereinafter referred to is completed. 

? This price is the amount charged the retail dealer exclusive of all taxes. 
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On September 1, 1951, the prices in the same cities had advanced as shown below 
(exhibit No. 10): 


Posted 

dealer | State gas 
tank-wagon tax 

price 





Sept. 1, 1951: Cents 
Milwaukee ‘ 16.1 4 
NINDS ch inidocbtmbaccyiunnonnbentotoass isbouge ‘ ‘ 15.5 4 
Twin Cities “ “ . 16 5 
4 


Detroit onal 15.9 5 


Thus it appears that it is fair to infer that the price leader in the area in which 
the above-named cities are located, and those other companies which followed its 
price leadership, did exact a lower price for its products in the areas having a 
higher State gasoline tax than they did in the areas having a lower State gasoline 
tax. From the matters stated above, it is also fair to infer that the leveling off of 
prices between May 1950 and September 1951 came about by reason of the fact that 
the apparent discrimination was more and more becoming the object of public 
resentment, both private and official, and since there was no seller competition to 
be reckoned with, the price leader merely decided what price it chose to ask and 
the other companies under investigation here elected to follow Standard’s lead. 

The general manager of the distribution economics department of the Standard 
Oil Co. of Indiana gave testimony which may eventually be shown to be the key 
to the whole puzzling picture of gasoline pricing in Michigan (transcript record 
p. 185). 

“We come face to face with the first fundamental market condition affecting 
petroleum-product prices. Where alternate markets may be served from the same 
source, it is inescapable that the consuming areas must compete against each other 
to get their respective shares of the available supply. This is not mere theory. 
This actually represents the basis of the entire price structure east of the Rocky 
Mountains, as demonstrated upon a study of prices prevailing in the various 
States.” 

The above statement plainly spells out “buyer competition.” Buyer competition 
can be accomplished only if a company or a group of companies is able to maintain 
a continuous scarcity of petroleum products; in other words, to keep the market 
“hungry.” The action of a “hungry” market was well illustrated during the 
recent automobile shortage. Even though the automobile manufacturers declined 
to increase their price, due to the shortage of cars, purchasers were anxious to 
pay hundreds of dollars above manufacturers’ list price to the dealer to procure 
cars. Any action on the part of suppliers of gasoline to Michigan aimed at main- 
taining a “hungry” market would, if proved, give rise to both a civil and criminal 
action under the Michigan antimonopoly statute and in many cases might also 
violate the Federal Sherman Act and its supplementary acts, particularly the 
Clayton Act and the Robinson-Patman Act. 

This committee understands that if its study is to produce recommendations 
which will lead to stamping out vicious monopoly practices in Michigan, it has a 
long, hard fight ahead. 

The final report of House of Representatives Select Committee on Small Busi- 
ness (p. 104-106) issued after its investigation of the enforcement of the Federal 
antitrust laws by the Department of Justice and the Federal Trade Commission, 
sets forth the finding: 

“The investigation has disclosed that after 60 years of Sherman Act enforce- 
ment, concentration of economic power is greater than ever. Although all of the 
blame for this situation cannot be placed on the Division, there are many ways if 
which antitrust eniurcement and pro-small-business activity by the Department of 
Justice can be made more effective.” 

The report further says: 

“The committee believes it essential that all governmental agencies charged 
with anti-trust-law enforcement present a united front against the forces of 
monopoly. In the past, the Division frequently had no policy more specific than 
to prosecute violators as they were brought out in the open.” 


36179—54——-2 
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Counsel for this committee, who has worked very closely with Federal agencies, 
charged with enforcement of antitrust laws since the commencement of the 
Attorney General’s investigation of alleged violations of the Michigan antimonop- 
oly statute, is of the opinion (and from investigative matters brought before this 
committee by said counsel, this committee concurs in counsel’s opinion) that the 
findings of the above-named congressional committee are correct and that in the 
past the growth of monopoly has been facilitated by lack of United States and 
Federal effort and lack of policy on the part of the Federal Department of Justice, 
as well as lack of inherent sovereignty in the Federal Government, but that at the 
present time the Department of Justice does have a definite policy and that such 
policy is one recommended by the above-named committee. The power to dis- 
solve corporations for prohibit their doing business in States as foreign corpora- 
tions under permit) who violate State laws is not a power delegated to the United 
States by the Federal Constitution. 

It seems obvious that the power of the Government, which is only that of pun- 
ishment and injunction, can never bring monopolies under such control as will 
prohibit exaction of unreasonable prices from the public and stifling independent 
businesses. 

It is therefore the recommendation of this committee that for the purpose of 
insuring the enforcement of the provisions of Act 255 P. A. 1899 (Michigan anti- 
monopoly statute) and amendment of the same as changing conditions require, a 
standing committee be appointed by the Speaker (and an appropriation be pro- 
vided therefor) to work in conjunction with an Antimonopoly Division to be set 
up within the office of and under the direction of the Attorney General. Said 
Division to consist of one Assistant Attorney General experienced in antimonop- 
oly law and such other Assistant Attorneys General as the Attorney General shall 
deem necessary together with such experienced investigative personnel as the 
Attorney General and the House committee shall deem necessary. That a suf- 
ficient appropriation to carry on the work of the Antimonopoly Division be added 
to the general budget of the Attorney General. That the power to administer 
oaths, subpena witnesses, and/or to examine books and records of any public 
agency and of any persons, partnerships, or corporations involved in any matter 
within the jurisdiction of the Attorney General and/or the standing committee 
shall be granted jointly and severally to the standing committee and the Attor- 
ney General. 

From the industrial financial report series of the Federal Trade Commission and 
the United States Securities and Exchange Commission (exhibits 6 and 8) it 
appears that as a whole the profits of the petroleum-refining industry in cents per 
dollar of sales after Federal taxes were as follows: 


Centa 
ee ON nth idhet tie ae ce bebe etait debasisdas ein btonden 8.2 
I hioh 52 ce dul scttidemienseamatindn-nembiedelewdienien 10. 7 
Oe FN ered eis ce dacebinen cide cbicitidnt- ie deiemitieitedaini tech 10. 5 
CEEk Bien nk selina bis pas eenebteriiccns saipentics mengetn nds 13. 0 

1951: 

Be, OI a eccsinnse ecinbtirgtielinata item ib ininttn titcks niga tamgbinplinlitadindeitte 10. 2 
BO GENE acd an a cnn csed anak ahaa tein’ 11.0 
Re a ls cstv ender fe ei stn one giles eteeaianlinnen eee 10. 6 
4th quarter report.__.......__.--._-..__.--_.--_... Not issued at this date 


The profits of the petroleum industry led all of the 22 groups of United States 
manufacturing industries in the first, second, and third quarters of 1951 and the 
fourth quarter of 1950, and was led only by the chemical industry in the first 
quarter of 1950 and by only the stone, glass, and clay products industry in the 
second quarter of 1950 and only by two industries in the third quarter of 1950— 
the lumber and wood products industry and the stone, glass, and clay products 
industries. 

The petroleum industry asserted before this committee and has often asserted 
in the public press that the main “cost of living” items have increased rapidly in 
price, and that therefore petroleum products should be allowed to do likewise. 
This appears to be a falacious argument, since if a healthy competition exists in 
any industry, prices will go down with rises in profits. 

For the quarters set out above, the three industries manufacturing the main 
“cost of living” items earned the following number of cents per dollar of sales 
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after Federal taxes (average for 4 quarters of 1950 and 2 quarters of 1951). 
(From exhibits 6 and 8:) 


Cents 
as a eS a nn i ied cheb aibbieecdadents sienkediaks\ eae 
TWemtibe-milll  peOOwete. 2 is oe oi ns ih he shih hi de ite 5. 6 
Apparel and finished textiles.........................-~-~.~-.~.--.--..- 2. 43 
Furniture and fixtures__.__....~-~- aki inahictibealebidihsattleetihaliaa ene titiottialananition 4. 76 
Lumber and wood: wmedtetea i x6 as oe tii es sini ote 9. 06 
Leather and leather: products... 2 nn ite esse eon nun 3.33 


Taking the average for the same period as noted above the petroleum industry 
earned 10.6 cents per dollar of sales after Federal taxes. 


Committee work uncompleted 

Retail dealer cost survey.—From a cost survey completed in 1950, this com- 
mittee has determined that the net profit of the retail sellers of gasoline in the 
Wayne, Oakland, Macomb, and Washtenaw areas is from one- to two-tenths of a 
cent per gallon of gasoline. The cost upon which this profit is determined, in 
addition to all other costs recognized by the cost-accounting profession, includes 
a charge of $1.05 per hour for the time spent by an owner-operator in the oper- 
ation of his station; thus an owner of a 10,000-gallon per month station who 
works in the station earns $1.05 times the number of hours worked, plus $20 
per month, and the balance of his pay must come from profit on the sale of tires, 
batteries, and accessories. 

Since the jobber operations in the remainder of the State strongly influence the 
retailer situation (the direct opposite is true in the case of Wayne, Oakland, 
Macomb, and Washtenaw Counties), an overall profit margin figure for retail 
dealers will not be forthcoming until the jobber cost survey is completed. 

Status of the jobber cost survey.—This committee and its counsel prepared 
a questionnaire setting forth all of the questions which the committee deemed 
necessary to a showing of profit margin, price discrimination, pricing practices, 
and the existence or nonexistence of monopolistic practices by the jobbers or 
against them. 

The questionnaires provided for verification under oath. The committee re 
ceived exceptionally fine cooperation from the jobbers in execution, verification, 
and return of the questionnaires to this committee. A preliminary examination 
of the returns discloses that nearly all jobbers who would normally keep such 
books as would answer the committee’s questions, and who conduct typical jobber 
operations, have answered. The questionnaires were conditioned that the 
answers would have the same secrecy as would exist in the case of testimony 
before the committee in executive session. If it develops that any jobber who 
should have answered and continuously refused to do so, this committee will 
require his testimony in open hearings before it upon subpena. 

Analysis of the jobber answers will proceed with all possible dispatch, at the 
end of which time the retail and jobber picture for the entire State will be 
complete. It must be understood, however, that classification and analysis of 
the answers will require considerable time due to existence of widely varying 
conditions in the various marketing areas of the State. 

Status of the investigation of prices and pricing practices of the primary sup- 
plying companies.—During the month of August 1951, after it had learned the 
objective of the committee, the area price leader, Standard Oil Co. of Indiana, 
announced to the press that it was coming before this committee to voluntarily 
present its books and testimony of its officials on all points in which the com- 
mittee was interested, and asked that it be allowed to be the first organization 
to present its case. 

The following companies represented to this committee by letter that they 
welcomed the opportunity to submit records and cooperate with the committee 
in its investigation: 

Socony-Vacuum Oil Co., Ine. 
Shell Oil Co. 

Cities Service Oil Co. 

The Pure Oil Co. 

The Texas Co, 

The Gulf Oil Co. 
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The Standard Oil Co. appeared before the committee and denied that it kept 
any records from which the cost of gasoline and cost of transportation thereof 
could be determined, and in many other ways, as shown in the transcript of 
testimony before this committee, indicated a determination to give the committee 
matters which it wished to put on the record, but at the same time showing a 
marked reluctance to present matters which the committee deemed necessary 
to its investigation. The Standard Oil Co. has now admitted by letter to the 
committee that it does keep cost records desired by the committee. 

The committee and its counsel have formulated a questionnaire, which if fully 
answered will give all of the information needed by the committee to complete 
the investigation as to pricing and pricing practices, and has forwarded the same 
to each of 7 major companies named above, 4 of which, the Shell Oil Co., 
the Gulf Oil Co., the Texas Co., and the Socony-Vacuum Oil Co., have informed 
committee counsel that they are now actively engaged in assembling the infor- 
mation required. None of the companies have notified the committee of a 
refusal to supply the information. 

All of the companies set forth above have previously received questionnaires 
concerning monopolistic practices from the committee counsel, who was then 
conducting the Attorney General’s investigation into that phase as it relates to 
prices. 

Recommendations.—Since no refusals to answer questionnaires on the part of 
any of the companies has been brought to the attention of the committee, it as- 
sumes it will be able to complete its investigation by the questionnaire method.® 

Considerable delay must be expected, since in this phase of the investigation 
the committee is dealing with corporations in the billion-dollar class and their 
records will therefore be so voluminous as to require great expenditure of time 
to provide the committee with the summaries required by it. 

Respectfully submitted. 

Representative Wiitit1AM §. BroomMFIeLtp, Chairman. 
Representative JosepH A. CAVANAUGH. 
Representative CLypE CooPER. 

Representative JOHN J. FITZPATRICK. 
Representative Cyrit H. Roor. 


Mr. Austin. I believe that statement is included in Mr. Broom- 
field’s opening statement, in the copies you will be supplied. 

The committee concluded, after its investigation, that the Standard 
Oil Co. of Indiana was the so-called price leader out in Michigan, and 
that they had granted, between July of 1946 and June of 1950, 10 
different price increases, anywhere from half a cent to 114 cents, 
totaling 6.9 cents. 

There was no seller competition between the major oil companies 
that were invited to participate in this investigation, or to furnish 
evidence, inasmuch as identity of product was established. 

In Michigan, we at that time had a 3-cent gasoline tax, and the 
State of Illinois also had a 3-cent tax. Wisconsin had 4 cents, and 
Minnesota had 5 cents. 

As of May 1, 1950, notwithstanding the fact that we had as low a tax 
as any other State, in the metropolitan area of Detroit, gasoline sold, 
posted to the dealer, at a tank-wagon price of 16.4 cents per gallon. 

In Chicago, where the tax was the same, the price was 14 cents a 
gallon; the Twin Cities of Minneapolis and St. Paul, 13.4 cents; and 
Milwaukee was 14.7 cents. 

By September 1, 1951, this had leveled off somewhat, and by that 
time the posted dealer tank-wagon price had gone up to 15.9 cents per 
gallon in Detroit, but it had also risen to higher prices in these her 
States, and the State gasoline taxes had increased in Michigan a cent 


* This method was worked out by the committee on the theory that all companies should 
answer, since if the matters concerned in the investigation were involved in a litigated 
ease, the required information could be gathered under the court rules by submission of 
acereegetaeeae which are nearly identical with the procedure now adopted by this com- 
mittee. 
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and a half, however, at that time, and there was also an increase in 
Illinois of 1 cent. 

So it is reasonable, the committee inferred at that time, that the 
exact lower price of its product in the areas having a higher State 
gasoline tax—that there was a lower price of its product in the areas 
having a higher State gasoline tax than there was in the areas having 
a lowér State gasoline tax. 

It was also fair to infer that the leveling off of prices between 1950 
and September of 1951 came about by reason of the fact that the > 
parent discrimination was more and more becoming the object of pub 
lic resentment, both private and official. 

The general manager of the distribution economics department of 
the Standard Oil Co. of Indiana gave testimony which may eventually 
be shown to be the key to the whole puzzling picture of Michigan 
gasoline prices. Here is a quotation from his testimony : 

We come face-to-face with the first fundamental market condition affecting 
petroleum-product prices: Where alternate markets may be served from the 
same source it is inescapable that the consuming areas must compete against 

each other to get their respective shares of the available supply. This is not 

mere theory. This actually represents the basis of the entire price structure 
east of the Rocky Mountains, as demonstrated upon a study of prices prevailing 
in the various States. 

The above statement, it was concluded, plainly spelled out buyer 
competition. The committee further concluded that buyer competi- 
tion could be accomplished by a company or group of companies main- 
taining a continuous scarcity of petroleum products. In other words, 
it was to keep the market hungry. 

The committee did not feel that it had sufficient evidence to recom- 
mend to the attorney general of Michigan that any prosecutions fol- 
low under the Michigan antimonopoly law. 

Gasoline prices, I might say, at that time did drop considerably in 
Michigan, or approxim: ately at that time. 

The committee further went on and recommended, then, that a 
standing committee be set up in our State legislature to cooperate with 
the attorney general, and recommended that the attorney general’s 
office set up an antimonopoly oer in his office. 

That is all, gentlemen. Thank y 

Mr. Broomrre.p. I might also Lar Mr. Chairman, that in Detroit 
these increases have amounted to more than 50-percent increase since 
the ceilings have been removed. In other words, at the time the ceil- 
ings were removed, regular gasoline was selling for 19 cents a gallon, 
and today it is selling for 30 cents a gallon. 

Again we are down here in the hope that we may cooperate with you 
in this investigation—to what extent I do not know—but we are here 
in the hope that you can inform us what we can do on a State level. 

Mr. Bennett. Mr. Chairman, may I ask a question here? 

Mr. Broomfield, what has happened i in Michigan and Detroit lately 
that has caused your committee to renew its interest in this problem ? 

Mr. Broomrietp. This started about 2 or 3 months ago when the 
first increase « as presented throughout the State of Michig gan. There 
was about a 2.8 increase at that time. We felt that, inasmuch as the 
1951 investigation was not completed, that we would again attempt to 
complete the investigation. 
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Then, a few weeks ago, they increased gasoline again another cent, 
making it a total of 3.8, and consequently, when we heard that your 
committee here was starting an investigation in the same field, we took 
the opportunity to come down to talk it over with you. 

Mr. Bennerr. Have you contacted any of the oil companies, produc- 
ing or sales companies, in Detroit and in Michigan, in order to find 
out from them, if you could, why these increases in prices were being 
made at this time? 

Mr. Broomrreip. No, Congressman Bennett; we did not do that 
because we felt it was necessary, first, to come down to Washington 
to determine what the scope of the investigation on a Federal level was 
going to be. We felt also that we did not want any duplication of 
hearings, and we also felt that it was necessary for this congressional 
committee to hold hearings in Detroit, inasmuch as you had additional 
powers and could certainly reach to the bottom of the investigation. 

Mr. Bennerr. Are there any factors that your committee has been 
able to find that appear to justify a raise in the price of gasoline at 
this time—that is, a shortage of supply or an increase of production 
costs or any factors of that kind? 

Mr. Broomrie.p. I would say on that question we haven’t got into 
the investigation far enough to even comment on that—to find out 
whether they were justified or not. 

Mr. Bennett. As far as you can see, there has been no change, 
apparent on the surface, at least, that would justify any substantial 
increase in these prices at this particular time? 

Mr. Broomrieip. I would say that that is correct. I would also say 
it was poor public relations on the part of the petroleum companies 
themselves not to clarify and clear the air as to the need for these 
increases. 

The Cuatrman. Are there any other questions? 

Mr. Hesevron. What is the situation in Michigan as to the prices of 
heavy and light fuels?) Have prices gone up on them ? 

Mr. Broomrtetp, I would not be able to comment myself. Would 
any of the other members answer that? 

We would not be able to comment. 

Mr. Heseiron. I know Michigan is party to the interstate oil com- 
parts but I do not know what the supply situation is in Michigan and 

10w big an operation that is. Is it substantial? 

Mr. Broomrtztp. Yes, it is. 

Mr. Hesevron. How does the State agency operate in terms of set- 
ting the allowables in Michigan ? 

Mr. Broomrieip. That is under the conservation department. 

Mr. Hesetron. Do they relate that to any degree to estimates of 
demand presented to them by the oil companies? 

Mr. Broomrtetp. I think that is taken into consideration, yes. 

Mr. Heseiron. Did your committee go into that phase of it? 

Mr. Broomrtexp. No, we did not; not to any great extent. We just 
barely touched on that phase of it. 

Mr. Heseron. I notice that nationwide on gasoline, as of last Mon- 
day, there was an increase in stocks in the amount of 27,922,000 bar- 
rels over a year ago. You said to Mr. Bennett that you have not any 
current information as to the stock position in Michigan. 

Mr. Broomrtexp. That is right. 
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Mr. Heseuron. But has there been any comment since the latest 
increases to the effect that the stock position is satisfactory, and is not 
a factor in requiring this increase? I do not know whether you have 
experts in your committee. 

Mr. Broomrte.p. I would rather not comment on that one. I am 
not in a position to comment on that particular question. 

Mr. Hesevron. That is all. 

The Cuatrman. Any further questions? 

Mr. Sprineer. I would like to ask you this question: When was the 
last raise in the general price of crude oil # 

Mr. Broomrte.p. It was approximately 2 weeks ago. 

Mr. Sprincer. Before that, when was the last increase ? 

Mr. Broomrietp. On May 9, it was raised 2.8. 

Mr. Sprincer. That is 2.8 cents per gallon ¢ 

Mr. Broomrieip. That is right. 

Mr. Sprrncer. Or per barrel ? 

Mr. Broomrie.p. Per gallon, at the station. 

Mr. Sprincer. When was the last increase before that? 

Mr. Broomrtetp. Well, again I would say it would go back to 
approximately 1951. In other words, I might be wrong on that. The 
last one we have in our report is June of 1950. 

Mr. Sprincer. How much was it raised in June of 1950? 

Mr. Broomrrerp. One-half cent. 

Mr. Sprrincer. What is that? 

Mr. Austin. One-half cent a gallon. 

Mr. Springer. In May of 1953, it was raised 2.8 cents per gallon at 
the station ? 

Mr. Broomrtetp. That is right. 

Mr. Springer. And now it is raised another cent? 

Mr. Broomrrevp. That is right. 

We are talking about the metropolitan area. It is higher in some 
of the rural areas throughout Michigan, and 32 is not the top price of 
retail gasoline in Michigan. There are areas where it is selling at 32.9, 
by a recent survey by the United Press. 

Mr. Sprincer. Are you talking about standard or high octane 
gasoline ? 

Mr. Broomrtierp. That is for regular gas. 

Mr. Sprincer. Do you know the raise that was made before June 
of 1950? 

Mr. Broomrretp. May 6 of 1948, it was increased 0.1 of a cent. 

Mr. Springer. One-tenth of 1 cent? 

Mr. Broomrtetp. That is right. 

Mr. Sprincer. Do you have the one before that ? 

Mr. Broomrietp. Yes, I do. 

Mr. Sprtncer. Since the end of World War II. 

Mr. Broomrietp. We have 10 ofthem. In other words, they started 
back the seventh month of 1946, and if I may read down, I will. 

Mr. Sprincer. Wait just a second, and I will get that. What year 
was that? 

Mr. Broomrtexp. In 1946, in July, it increased 1 cent. 

Mr. Sprincer. That is 1 cent? 

Mr. Broomrrenp. Yes. 

Then in the eighth month, it increased a half-cent. 
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Mr. Sprincer. That is in Au ¢ 

Mr. Broomrierp. That is right. 

Mr. Sprincer. It increased how much ? 

Mr. Broomrrevp. Half a cent. 

Then in January of 1947, it increased 1 cent. 

Mr. Sprincer. All right. 

Mr. Broomrietp. And in March of 1947, it increased a half a cent. 

Mr. Springer. All right. 

Mr. Broomrreip. And in the same month, it increased another half 
a cent, the same year and the same month. 

Then in July of 1947, it increased a half a cent. 

Then in the 10th month, it increased a cent and a half. 

Mr. Sprincer. That is October; is that right? 

Mr. Broomrre.p. That is right. 

Mr. Sprincer. How much in October ? 

Mr. Broomrietp. A cent and a half. 

Then in December of 1947, one-tenth. 

Then in May of 1948, it increased one-tenth of 1 cent. 

Then in June of 1950, a half on 1 cent. 

It brings the total up during that period to 6.9. 

Mr. Sprincer. Now, what percent of increase is that in that period 
of time? What percent of increase is that? 

Mr. Broomrreip. It would be awfully hard to determine here, with 
just these figures before us. 

Mr. Austin. We do not have the complete sales price before us, sir. 

Mr. Sprincer. How much was it then? This June increase makes 
the total what, in Detroit? What is your price? 

Mr. Broomrretp. We don’t have that at all. If you are referring 
to June of 1953 

Mr. Sprrncer. Yes. How much was gasoline at Detroit? 

Mr. Broomrreip. It has been a 50-percent increase. In other words, 
that is what we are trying to point out. In other words, between 
July of 1946 and the present time, in Michigan, there has been a 
50-percent increase in the retail value of gasoline. 

In other words, taking the price of July of 1946, regular was selling 
in Detroit for approximately 19 cents a gallon. 

Mr. Srrincer. How much of that is tax? 

Mr. Broomrieip. The State tax? 

Mr. Sprtncer. How much is the total tax? 

Mr. Broomrre:p. I would rather submit that information to you. 
We have all of that. 

Mr. Sprincer. How much is the State tax ? 

Mr. Broomrretp. It is 4.5. 

Mr. Sprincer. And your Federal tax is 2 cents, is that right? 

Mr. Broomrterp. Yes. 

Mr. Sprrncer. That is 6.5 cents, and that would make it 12.5, would 
it not? Now, you have had an increase of 6.9 in that period of time, 
is that correct, so you are figuring that is a 50-percent increase in the 
price of gasoline, excluding taxes? 

Mr. Broomrrep. That is right. 

Mr. Sprincer. Has there been any increase in tax during that time? 

Mr. Broomrtetp. You see, here is what happened. We do not have 
those records with us, and that is why I would like to submit them 
to this committee, but back in 1951 we increased our gasoline tax 1.5, 
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and in other words, we were having just a 3-cent gasoline tax in 
Michigan, so we increased it to 4.5, and that is what it is at the present 
time. 

Mr. Sprincer. Let me ask you this: How does this so-called 
percent compare with the general increase in the cost of living? 

Mr. Broomrretp. I am not in a position to even debate that, Con- 
gressman. That issomething that I can’t determine. I am just merely 
pointing that out as a statement of fact, that it has increased in the 
Detroit area that much. 

Mr. Sprincer. What I am trying to find out, if you know, and of 
course if you do not know, I will certainly not ask you the question or 
pursue it further—but how does that compare with the general in- 
crease in the cost of living in the Detroit area, the increase in the cost 
of living? 

Mr. Broomrre.p. Again, I would rather not comment on that. I am 
not ina position to. I wouldn’t know. 

Mr. Springer. You do not know the answer to that? 

Mr. Broomrietp. I don’t know. 

Mr. Springer. Do you know how wages have followed this pattern 
of increase? 

Mr. Broomrte.p. I can’t give you the relationship between the two. 

Mr. Sprincer. Do you have anybody who can? 

Mr. Broomrterp. I don’t have ‘anybody here. In other words, our 
coming up here today was in the hope it would be more or less on an 
informal basis, and not be subject to any questioning, because we 
weren’t prepared, and we came up here to tell you the position of the 
State of Michigan, how we felt about these increases. And certainly 
we will go along 100 percent in the questions that have been outlined 
by the chairman, that certainly they would air this problem that is 
of mutual concern to everyone. 

Mr. Sprincer. Do you think these raises in your area have been 
exorbitant ? 

Mr. Broomrtetp. That, again, I would not want to prejudge until 
the investigation was completed. 

Mr. Sprincer. I believe that is all, Mr. Chairman. 

The Cuamman. Are there any further questions? 

Mr. Cartyte. I want to ask a question. 

I understood you to say that the retail price of gasoline was higher 
in Michigan than any State in the Union; is that correct 4 

Mr. Broomrrenp. That is a misstatement, and I hope you did not 
get that interpretation from my remarks. 

Mr. Cartyze. I thought you answered to that effect. 

Mr. Broomrierp. I said of the 10 major cities, Detroit 

Mr. Cartytr. What is the price of gasoline in Michigan compared 
with the other States of the Union? 

Mr. Broomrterp. I might say that is the intent of our investigation, 
to find out that relationship. 

Mr. Cartyiz. That would not be difficult to ascertain, would it? 

Mr. Broomrretp. Probably not. 

Mr. Cartyte. You have no idea at this time as to whether the people 
of Michigan are paying more for gasoline than the average State in 
the Union? 

Mr. BroomrterD. No, definitely not. I think that our main concern 
is to find out whether it prevails among other States, and whether 
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Michigan is being discriminated against in relation to the other States. 

Mr. Cartyie. Well, it would not take a day to find out what gaso- 
line is selling for in the other States, would it ? 

Mr. BroomrreLp. Well, maybe not. 

Mr. Cartyte. That is all. 

The Cuammay. I think we should take into consideration the fact 
that this committee has come to us from the State of Michigan as a 
committee that is inquiring into the subject in the same manner that 
this committee is inquiring into the subject; and for the same reasons 
that members of this committee might hesitate to make definite state- 
ments until their inquiry is completed, it would not be expected of the 
State committee that they would make definite answers until they have 
completed their investigation. 

I want to say to the committee that has come to us from the State 
of Michigan that we greatly appreciate the interest in the subject 
that has prompted your coming and visiting with us, and offering 
your cooperation and requesting our cooperation in return, in meet- 
ing a common problem. 

If there has bout an increase of 50 percent in the price of gasoline 
to the public in the State of Michigan, it indicates to me that it might 
be appropriate for this committee to extend its inquiry to include an 
ascertainment of whether there have been similar increases in other 
States, or to what extent there have been increases in other States. 

I realize that a State body is in a handicapped position as compared 
to a committee of Congress that has at its disposal all of the depart- 
ments of Government that make these studies and keep these records 
from day to day, and throughout the Nation, and therefore I would 
assume that this committee would be in a position, probably, to answer 
some of the questions that have been propounded to you which, be- 
cause of your limited facilities, you are not able to answer. 

Mr. Youncer. Mr. Broomfield, what kind of a bureau or commis- 
sion do you have in the State of Michigan for regulating utilities? 

Mr. Broomriexp. A public-service commission. 

Mr. Youncer. A public-service commission / 

Mr. Broomrietp. Yes, sir. 

Mr. Youncer. In your investigation in the past, was there any in- 
timation at all or any evidence on the part of anybody that considered 
gasoline a utility ? 

Mr. Broomrie.p. I would like to say this, before Mr. Jeffries an- 
swers that: One of our members, of course, has a definite idea about 
that, but I want to make it very clear he is expressing his own views 
and not the views of our committee. 

The Cuamman. That very frequently happens in this committee, 
as well. 

Mr. Broomrietp. I just want to clarify it. 

Mr Jerrries. Mr. Chairman and Mr. Younger: 

I will request the Michigan Members of Congress to propose Federal 
control of petroleum, and I, as a member of the Michigan House of 
Representatives, will introduce legislation or go by initial petition, to 
bring the petroleum industry under the control of the Michigan Pub- 
lie Service Commission, intrastate in the State of Michigan. 

Mr. Youncer Well, what I was after was this: In the hearings that 
you held out there, was there any development of that idea? 

Mr. Broomriexp. Definitely not. 
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Mr. Youncer. There was not ? 

Mr. Broomrieip. No. 

Mr. Youncrer. That is all, Mr. Chairman. 

The Cuarkman. Any further questions, gentlemen ? 

Mr. Harris. First I should like to say that I regret I was not 
here to have the benefit of the statement that you gentlemen have 
presented to this committee. 

I assume, you have been selected by your legislature as a commit- 
tee to make a study of the petroleum situation within your State. 

Mr. Broomrierp. That is correct. 

Mr. Harris. Is it a special investigative committee of your State 
legislature ¢ 

Mr. Broomrieip. That is right, an interim committee. 

Mr. Harris. Now, did I understand you to say, in response to a 
question of Mr. Younger, that there would be an effort to bring the 
petroleum industry, as such, under the jurisdiction of the public- 
service commission as a utility ? 

Mr. Broomrtetp. That is an expression by one of our members, and 
not the expression of the committee. 

Mr. Harris. Of course, your pipelines are already subject to the 
jurisdiction of your commission within your State. 

Mr. Broomrie.p. That is right. 

Mr. Harris. And your refineries, I assume, are not. In other words, 
they are not considered as a utility, and therefore would not come 
within the jurisdiction of the State commission. 

Mr. Broomrretp. That is right. 

Mr. Harris. Do you have any substantial crude production in your 
State? 

Mr. Jerrrtes. I really don’t know what the production is. 

Mr. Austin. I would say “Yes.” 

Mr. Broomrtetp. I would say it is substantial. 

Mr. Harris. Do you have a State regulatory commission ? 

Mr. BroomrieL. Yes, we do, that is, a conservation department. 

Mr. Harris. A conservation department ? 

Mr. Broomrte.p. That is right, sir. 

Mr. Harris. I assume you are going to run right head on into 
your conservation commission with the proposal that you have just 
mentioned with reference to bringing in the petroleum industry, as 
such, as a utility. But that is your own local problem. 

I realize the difficulty in answering some of the questions pro- 
pounded here this morning. I fully appreciate, as you have expressed, 
the reasons that motivated your appearance here ‘today. But may I 
inquire if, in Michigan, you do have substantial refining capacity ¢ 

Mr, Austin. I would say “Yes.” 

Mr. Harris. Do you have refining capacity in your State sufficient 
to supply the needs of your State? 

Mr. Broomrteip. Definitely not. I would say probably a fair aver- 
age would be about 20 percent would be produced in Michigan. In 
other words, I would think that would be a conservative estimate. 

Mr. Harris. Where does the 80 percent come from ? 

Mr. BroomFretp. That would be out of State and through the pipe- 
lines, from Texas and different places like that. 

Mr. Harris. I wil put it this waly—and I know it would be diffi- 
cult to answer that question—but does a substantial amount of the 
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supply for Michigan come from the Midwestern area, or do you have 
su maaiane quantities that come from the Southwest, or some other 
area ! 

Mr. Broomrtetp. I would not be able to comment on that one. 

Mr. Harris. You mean you do not have the information ? 

Mr. Broomrte. I do not have the information. 

Mr. Harris. Do I understand that you are to supply this commit- 
tee or to fill in the record with certain information that you presently 
do not have? 

Mr. Broomrietp. We would be glad to do that, yes, sir. 

Mr. Harris. If you do have that information, would you supply it 
for the records? 

Mr. Broomrrecp. Yes, very definitely. We came here today on a 
very humble basis, hoping that this congressional committee might 
clear the air, not only in Michigan—and of course, that is where we are 
primarily affected and interested—but throughout the Nation. 

We are not in here to try to prejudge the whole situation, and we 
can’t say that the petroleum companies are wrong. But certainly there 
needs to be a lot of clarification because of these recent increases. 

The people of Michigan are very much alarmed at these ever-increas- 
ing rate increases, and certainly want to know when they are going to 
= and when they have reached their peak. 

Mr. Harris. Now, the price of crude has not changed until June 
of this year, since 1947, has it ? 

Mr. Broomrretp. I do not have that information. 

Mr. Sprincer. If the gentleman will yield, I will supply the answer 
to that. It has not since 1947. I looked it up. 

Mr. Harris. That was my understanding. 

Mr. Broomrrep. May I clarify my point? We are here on an 
humble basis, because we in the Michigan Legislature know that we 
are very limited in power to do anything about it, and certainly we 
are coming to the right congressional committee that can do some- 
thing about it, because you do have the power. 

Mr. Harris. We fully appreciate the fact that such a great per- 
centage of your product is interstate commerce, and consequently 
you are limited in your authority as to the extent to which you can 
go into the matter. 

The Cuatrman. If the gentleman will yield a moment, on this play 
on humility that we have just had, being humble—I have wondered 
what could have been the motivating cause of the adoption of the 
name “Humble” as one of the largest oil companies. 

Mr. Harris. If I may reply to that, I do not know anything about 
it, but I would say that the fact that it was a subsidiary company 
might to some extent explain it. 

Now, I wonder if you have had a chance to see the indexes of the 
cost of steel ? 

Mr. Broomrtetp. No, I have not. 

Mr. Harris. Would you say that the cost of steel would have any- 
thing to do with either the increase or the decrease in petroleum 
product prices? 

Mr. Broomrretp. I do not know the answer to that. 

Mr. Harris. Well, most any layman would understand whether or 
not the cost of the product that is necessary to go into the industry 
would have anything to do with the price. 
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Mr. Broomrretp. That is very true. 

Mr. Harris. Now, would you say that the cost of labor would have 
anything to do with the final determination as to the price of any 
product ¢ 

Mr. Broomrtieip. Very definitely. 

Mr. Harris. Do you have any information as to the adjustment 
of the cost of labor since 1947 in the petroleum industry, in your 
State ¢ 

Mr. Broomrietp. I think we have that material at our office; yes. 

Mr. Harris. Has it been up or down? 

Mr. Broomrrerp. Again, I wouldn’t be in a position to answer 
that, because I have not refreshed myself on all of the material that 
we have at our hands. In other words, our investigation has not 
started as yet. 

Mr. Harris. Well, I think, Mr. Chairman, I will refrain from any 
further questions, because I understand the position these gentlemen 
are in. 

The Cuarrman. Are there any further questions? 

Mr. Hesevron. If the witnesses have concluded on this phase, I 
would like to make a brief preliminary statement about the situation 
in New England. 

The Cuarmman. Very well. 

Mr. Hesevron. I have attempted to get exact information, but it 
has not come tome. However, 1 would like the record to show, imme- 
diately after the information we have received as to Michigan, what 
I have been able to determine which is related, I think, to the Boston 
market. It is only up to the Ist of June. There have been increases 
since then, I think, and I think actually two. 

On the ist of June, the price of regular gasoline in Boston was 27.8 
cents a gallon, as against 26.5 on June 1, 1952. For that period, the 
national increase in price was only 0.02 cent a gallon. The price 
in Boston went up more than six times the national increase. 

Increases in Boston took place when decreases elsewhere were oc- 
curring, and in fact, in New England itself. For eer in Port- 
land, Maine, it dropped 3 cents during the year; half a cent in 
Connecticut. 

The increase for Boston is not the largest of any of the 50 reporting 
cities, and I am not certain but what Detroit may have even a larger 
increase, but it is among the top increases in the country. 

I hope to have, before the hearings are concluded, an up-to-date 
statement of the whole picture. 

The Cuarrman. That, of course, will be the endeavor of our com- 
mittee, Mr. Heselton. 

Is there any further questioning ? 

If not, may I again express on behalf of the committee our appre- 
ciation of the interest that has brought you here today to participate 
in these hearings, and certainly we appreciate your desire to be helpful 
to this committee, and we trust that what we may do may prove 
equally helpful to you. 

Mr, Broomrretp, Thank you very much. 

—~ CuarrMan. Now, General Arnold, will you make your state- 
ment 
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STATEMENT OF GEN. MILTON W. ARNOLD, VICE PRESIDENT, OPER- 
ATIONS, OF THE AIR TRANSPORT ASSOCIATION OF AMERICA, 
WASHINGTON, D. C. 


General Arnoxp. Mr. Chairman and gentlemen, we greatly appre- 
ciate the opportunity to present a statement. 

My name is Milton W. Arnold. I am vice president, operations, 
of the Air Transport Association of America, which represents prac- 
tically all of the scheduled airlines operating under the American flag. 

We appreciate the opportunity to discuss the recent gasoline price 
increases with your committee. We are in no position to determine 
whether these price increases are justified, because we do not know 
enough about the gasoline and oil suppliers’ business to be able to 
reach a judgment on it. Presumably there will be other witnesses 
before the committee who can explain these increases. However, 
we do know what effect these price increases are going to have on our 
business, and it will be my purpose, in a very brief statement, to state 
the facts as to that aspect of the problem. 

During 1952, the schadeled domestic airlines consumed 583.9 million 
gallons of aviation gasoline and 6.9 million gallons of aviation oil 
in domestic operations, at a cost of $102,200,000. During the same 
period the scheduled United States international carriers consumed 
181.2 million gallons of gasoline and 1.9 million gallons of oil at a 
cost of $42,800,000. The grand total of both domestic and interna- 
tional operations was 765.1 million gallons of aviation gasoline and 
8.8 million gallons of oil consumed at a cost of $145 million. 

During 1953, the total consumption of aviation gasoline is estimated 
to exceed 900 million gallons, with a corresponding increase in oil 
consumption and costs. It is further estimated that during the calen- 
dar year 1954, the scheduled airlines will burn about 1.2 billion gallons 
of aviation gasoline. 

Generally, airline contracts for aviation gasoline have a price esca- 
lation based upon either the price of crude oil which is pegged in a 
general field area, or the price of second structure or regular motor 
gasoline. Increases in the price of crude oil generally affect aviation 
gasoline to the extent of two-tenths of 1 cent per gallon for each 5-cent- 
per-barrel increase in crude. Consequently, a 25-cent-per-barrel in- 
crease in the price of crude will result in a 1-cent-per-gallon increase 
to the airlines for aviation gasoline. 

Airline contracts for aviation oil, while not affected by the escalator 
clause, usually provide for price increases under appropriate cir- 
cumstances. The increase in the price of crude oil will affect these 
contracts, also. 

Thus, the effect of the recent increase of 25 cents a barrel in crude 
oil prices will cost the airlines during 1954 an estimated $12 million 
more than has been budgeted for that purpose. With that increase in 
expenses, the first question that comes to mind is whether or not 
this inerease can be absorbed by the airlines, or whether it will be 
possible to pass it on to the consumers of our service. In view of the 
character of the air-transport business and its regulation, the air- 
lines cannot, and have not, automatically passed on to their customers 
increases in their costs. Notwithstanding the increase in general price 
levels since the war of 80 to 90 percent, the airlines’ prices to their 
customers have increased only 10 percent. 
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We have made every effort in the past to absorb, through increased 
operating efficiency, increases of the type we are about to experience 
here, but it is obvious that the airlines cannot continue to follow this 
practice forever. This increase in expense of $12 million amounts to 
approximately 10 percent of the total net profit of the industry in 
1952 before taxes ($116,962,375), and 20 percent of the industry’s 
profit after taxes ($60,580,875) in that same year. 

In order to keep the industry’s profits at a reasonable level, consid- 
ering the burdens with which the airlines are faced, it might be de- 
termined as feasible and wise to increase rates to absorb this increase 
in cost, but in view of the fact that the airlines compete vigorously 
among themselves, and are in competition with the railroads, the 
passenger automobiles, and other forms of transportation, it may not 
be possible. In addition, our rates are subject to regulation by the 
Civil Aeronautics Board, as public-utility rates usually are, and 
we cannot forecast the reaction of the Board to any proposed increase 
on our part. 

Thus, for all of these reasons, we are unable to advise the commit 
tee whether the airlines will be required to absorb this increase in 
expense, or will be able to recover this amount by rate increases. 

That concludes my statement, Mr. Chairman. 

The Cuatrman. Are there any questions, gentlemen ? 

Mr. Hesetron. General Arnold, in connection with your interna- 
tional operations, do you purchase from other companies than our 
domestic oil companies? 

General Arnotp. Yes, Mr. Heselton. Generally, those are con 
trolled through the export of American industry, and a great deal of 
those are subsidiaries of or a minor amount of stock is held by United 
States corporations; and so, generally speaking, I would say some- 
where between 70 and 80 percent of our purchases are direct United 
States. 

Mr. Hesetron. Has it come to your attention that there have been 
any comparable increases in cost of gasoline in other countries? 

General Arnoup. Yes, sir. They practically parallel those of the 
increases experienced in the United States. 

Mr. Hesevron. That is all. 

The Cuatrman. Are there any further questions? 

Mr. Sprincer. General, I notice in your statement on page 2 that 
your general price increases have only been 10 percent in fares since 
the end of the war. 

General Arnotp. Yes, sir. 

Mr. Srrincer. How much have they been since 1938 ? 

General Arnotp. Mr. Tipton can answer that, but as I understand, 
there has been a reduction since 1939. 

The question is as to what is the relative increase or decrease of 
rates of scheduled carriers today over or under 1939. 

Mr. Treron. There has been a reduction since 1939, but I can’t state 
exactly what it has been. 

Mr. Sprincer. It has been 2 percent or 5 percent or 10 percent? 
That is all I want to know. 

Mr. Tieton. It has been a modest reduction. The rates are- just 
slightly lower, perhaps 2 or 3 percent, than they were in 1939. 

Mr. Springer. But since 1946, it has only increased 10 percent? 

Mr. Treron. That is right. 
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Mr. Sprincer. I presume, General, this has been due to the increased 
operating efficiency. 

General Arnorp. Yes, sir, and greater utilization. 

Mr. Sprrncer. Greater utilization of equipment? 

Genera] Arnotp. That is right, and more efficient type of aircraft, 
sir. There are many factors, as you well appreciate, in the terrific 
expansion that the air industry has undergone since 1941. 

Mr. Sprincer. I believe that is all. 

Mr. Harris. The volume of traffic has had a lot to do with it, too, 
has it not, General ? 

General Arnoip. That was the controlling factor, sir. In other 
words, we expanded because of the increased demand, sir. 

Mr. Harris. That is true, and due to the fact that you had such a 
tremendous increase in the volume of traflic, you were able to absorb 
some of these increases. 

General Arnoxp. Yes, sir, and we are desirous of absorbing more 
of them. 

Mr. Harris. How much increase have you had in your wage level 
since 1946 ¢ 

General Arnotp. By the gross weight of aircraft that we are oper- 
ating? Is that what you have reference to? The DC-3 was the 
workhorse of the airlines in the 1940’s and late 1930's, and 26,500 is 
the allowable, or 25,200. And today we are operating aircraft with 
100,000, in round numbers. 

Mr. Harris. Well, I am glad to have that information, but you 
misunderstood me. I said “wages” instead of “weight.” 

General Arnoxp. I think it would be a lot easier to determine the 
wage level of different categories. In other words, I think it would be 
difficult to lump them all together. We would have to use the white- 
collar people, the mechanics, and then the crews. 

Mr. Harris. Can you give an average? 

General Arnotp. Since 1946, the wages of the airlines, on a general 
scale, would be a minimum of 35 or 40 percent, wouldn’t you say, 
Mr. Tipton? 

Mr. Treron. That is certainly the minimum. 

General Arnoxp. It is somewhere between 35 and 40 percent as a 
minimum, sir. That is the increase in the general wage scale. 

Mr. Harris. A minimum of 35 or 40 percent? 

General Arnoxp. Yes, sir. 

Mr. Harris. Now, the cost of equipment, has that increased since 
1946? 

General Arnoxtp. Since 1946? Well, in all essence, there were no 
aircraft available except surplus in 1946, so we cannot use those figures 
or should not, should we? 

Mr. Harris. I will say in the last few years, has there been an 
increase ¢ 

General Arnon. I think we would like to pick on about 1947 or 
1948. Let us use the DC-6 and the Boeing 377. Those aircraft 
originally were sold for $750,000, and the Constellation; and I believe 
about $1,300,000 for the Boeing 377. 

Today, the new DC-6’s, practically the same aircraft, are selling 
for approximately 100 percent more, and the Constellation, too, and 
they are approximately at $114 million; whereas they were three- 
quarters of a million dollars in 1947 and 1948. 
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Mr. Harris. In all fairness, you will, I assume, agree that the 
improvement in the airplanes has had something to do with the 
increased costs. 

General Arnotp. No, sir. I was using the same airplane. 

Mr. Harris. The same airplane? 

General Arnotp. Yes, except it is about 26 inches longer, and it 
has a slightly greater increased efficiency in a new type engine, which 
couldn’t, in all essence, in the cost of materials and labor couldn't 
cost over 10 percent more. 

Mr. Harris. That is a very interesting figure. 

General Arnotp. Mr. Harris, may I add that we are looking for- 

ward rather reluctantly to talking about paying 2% to 4 million dol- 
lars for a jet. 

Mr. Harris. Well, the point here we have is the justification, or 
whether there has been a justification of increases in certain products. 

General Arnowp. Yes, sir. 

Mr. Harris. It is a generally understood and known fact that the 
economy itself has expanded in the last 5 or 6 years, has it not? 

General Arnoxtp. Yes, sir. 

Mr. Harris. That is all. 

The Cuarman. Are there any further questions, gentlemen ¢ 

If not, we thank you, General Arnold, for your appearance this 
morning, and the contribution you have made to the inquiry of this 
committee. 

General Arnotp. Thank you, Mr. Chairman. We appreciate the 
privilege. 

The Cuatrman. The next witness is Mr. Jack Garrett Scott, gen- 
eral counsel of the National Association of Motor Bus Operators. 


STATEMENT OF JACK GARRETT SCOTT, GENERAL COUNSEL OF THE 
NATIONAL ASSOCIATION OF MOTOR BUS OPERATORS 


Mr. Scorr. Mr. Chairman and gentlemen of the committee, my 
name is Jack Garrett Scott, and I appear here as general counsel of 
the National Association of Motor Bus Operators which is the na- 
tional trade association of the intercity motor bus industry. 

Since the end of World War I the intercity bus industry has become 
an increasingly import int part of our national transportation system. 
Although the fact is not well know n, our industry transports more 
passengers annually in intercity service than the railroads, Liter- 
ally thousands of American communities are dependent upon the 
motorbus as the only means of public transportation. An over- 
whelming majority, probably 80 percent or more, of the carriers sup- 
plying these essential services are small businesses; hundreds of them 
gross ‘Tess than $50,000 per year. 

The impact of increased costs of any nature upon the entire motor- 
bus industry is serious, particularly in the light of a continuing de- 
cline in patronage resulting from the tremendous increase in the use 
of private automobiles. Careteh estimates indicate a drop of about 
6 percent in the volume of bus travel from last year. But the burden 
falls especially heavily upon the hundreds of small carriers who 
supply essential community services; this is so for a number of 
reasons. 
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First, the smaller carriers generally operate in areas where travel, 
essential though it is, is often comparatively light in volume. Sec- 
ondly, many of these smaller operators are not in a position to pur- 
chase fuel at wholesale rates or to take advantage of long-term con- 
tracts. Finally, and most importantly, these carriers as a group, due 
to the factors noted above in combination with other unfavorable 
trends, are operating desperately close to the red. Many of them are 
actually operating at a loss. During the first quarter of 1953, the 
smaller intercity carriers (those with annual revenues between 
$200,000 and $750,000) which report to the Interstate Commerce Com- 
mission showed an average operating ratio of 104.90, that is, their 
expenses amounted to $104.90 for every $100 of gross revenue. Figures 
are not available for carriers with annual revenues under $200,000, but 
past studies show unmistakably that their operating ratios would be 
even higher. While it is true that the first quarter is typically the 
poorest in this industry, these same carriers, as a group, showed an 
operating ratio of 96.07 for the entire year 1952. It is generally con- 
ceded that no intercity carrier can continue to operate for very long 
with an operating ratio of this magnitude. 

It should be noted that the bus industry, unlike most enterprises, 
is in no position to pass on increased costs to the ultimate consumer 
more or less automatically. In the first place, bus fares are regulated 
by Federal, State, and local agencies, and approval of any increases 
in rates is typically a difficult and time-consuming process. More- 
over, the carrier must absorb the increased costs during the proceed- 
ings, which often continue for months. Equally important is a rather 

rigid economic ceiling on bus fares. Increases beyond a certain point 
ma to result in (1) loss of patronage through further use of private 
automobiles or (2) fares beyond the means of the lower income groups 
who depend heavily upon the motor bus for essential transportation. 

Under those circumstances, it is clear that any increase in costs, 
however small, is serious. The cost of fuel (including State taxes 
levied thereon) used by intercity motor busses amounts to somewhat 
more than 10 percent of total operation and maintenance expenses of 
the carriers engaged in such operations. Excluding taxes thereon, 
fuel costs amount to approximately 7.5 percent of such operating ex- 
penses. At first glance, these figures seem relatively unimportant by 
comparison with other more impressive items such as payrolls. But, 
as noted above, any increase is vitally important in the circumstances. 
For instance, an increase in fuel prices of 2 cents per gallon over those 
in effect during the first quarter of 1953 would actually result in an 
increase of more than 1 full point in the operating ratio of the small 

carriers. It might be noted that recent retail price increases effected 
by certain companies in the Washington area totaled just short of 2 
cents. 

We have prepared a table which is attached to this statement and 
which shows the effect of specified increases in fuel costs on the op- 
erating ratios of large and small carriers computed on the basis of 
operating records during the year 1952 and the first quarter of 1953. 
This tabulation makes clear the heavy impact of increased fuel costs 
on this essential service industry. I respectfully request that the table 
be made a part of the record. 

The Cuatrman. The table will be included as a part of your state- 
ment. 
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(Table submitted by Mr. Scott follows :) 


Estimated effect of specified increases in fuel costs on operating ratios of class I 
intercity motor carriers of passengers 


YEAR 1952 








Te Large Small 
All carriers carriers! | carriers ? 
Revenue per vehicle-mile (cents - 40. 30 41.08 | 33. 37 
Expense per vehicle-mile (cents) ahve 35, 48 35, 87 32. 06 
Operating ratio 
At current fuel prices. ‘ a 88. 04 87.32 | 96. 07 
With per gallon increases of 
1 cent amb 88. 46 87. 73 96. 58 
2 cents 88. 86 88. 12 | 97. 06 
3 cents 89. 28 88. 53 | 97. 57 
FIRST QUARTER 1953 
Revenue per vehicle-mile (cents) ‘ 37. 68 38. 53 30. 83 
Expense per vehicle-mile (cents) - 5 36.47 36. 98 | 32. 34 
Operating ratio 
At current fuel prices--. seed a 96. 79 95.98 | 104. 90 
With per gallon increases of 
1 cent lace dh $4 97. 24 96. 42 105. 45 
2 cents... . > pene 97.66 | 96. 83 105. 97 
3 cents ...... ie ectiitnad | 98.12 | 97. 27 106, 52 
diate al cstee ts i. A aa a veh | 
! Annual revenues of $750,000 or over. 
? Annual revenues of $200,000 to $750,000. 
Source: Revenues, expenses, and operating ratios for 1952 and 1953 from reports to ICC of carriers 


Estimated operating rat:os coniputed on the basis of analyses of reports to ICC, 


The Cuarrman. Are there any questions? If not we are grateful 
to you, Mr. Scott, for your appearance and for the contribution that 
you have made. 

Mr. Sprincer. Might I ask just one question: How much have your 
rates increased since 1946? 

Mr. Scorr. Well, let me start this way: They have actually de- 
creased since 1934. In 1934 they were 2% cents, approximately, per 
passenger-mile. Now they are approximately 2 cents per passenger- 
mile, ‘There has been some increase since the end of the war. 

Mr. Sprincer. Could you state in general terms the percentage? 

Mr. Scorr. It is about 5 percent, I think. I could give it to you 
in passenger-miles. It was 1.6 on the average in 1946, and it is ap- 
proximately 2 cents per passenger-mile now. That makes four-tenths 
of 1 cent increase. 

Mr. Sprincer. That is about 23 percent. 

Mr. Scorr. That is about right; yes. 

Mr. Sperincer. That is all. 

Mr. Harris. Now you say there is some importance to the fact that 
they have actually decreased since 1934. What did you pay for gaso- 
line late in the 1920's? 

Mr. Scorr. We didn’t pay as much as we are paying now, but I 
don’t know. 

Mr. Harris. Are you sure of that? 

Mr. Scoorr. It would be my guess and it is only a guess. We are 
paying a lot more for everything else. 

Mr. Harris. I suggest to the gentleman that he check on that and 
find out. 

Mr. Scorr. We will be very glad to. 
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Mr. Harris. There was a time when crude oil was about $3 or $4 
a barrel, too. 

Mr. Scorr. I can find out those facts, and I will be glad to find 
them out and submit them. 

But I do not think that that is so important to this situation here, 
because the effect of the overall economy, to the general public, has 
really shown itself probably more in the last 7 or 8 years, since 1929 
and immediately before that. The gentleman would agree to that, 
would he not? 

Mr. Harris. Do you know whether or not the cost of other facilities 
of your bus industry, has increased more or less than has the cost of 
your oil products ¢ 

Mr. Scorr. Well, I think if you refer to the cost of new bus equip- 
ment, it has increased more, or approximately the same as our gasoline 
increased. 

Mr. Harris. What about operating costs? 

Mr. Scorr. Our operating costs have increased substantially and 
we have had, for example, labor since 1946 has increased in cost by 
approximately 25 percent. 

Mr. Harris. But that has been the general trend of increases since 
controls were removed in 1946; has it not? 

Mr. Scorrt. I think that is a fair statement, and I think everything 
has gone up, except our revenues. Our revenues have come down. 

Mr. Harris. Except I believe there is another thing, too, and I 
believe there is one other that has not, and I may be wrong about it, 
but the electric-power industry has maintained quite a stable price 
during all of these years, too. Of course, there is the increased volume 
and demand that has been responsible for that. 

Mr. Hesevron. The average price of gasoline with tax computed 
on 50 representative cities was 29.83. It is a fact that in 1920 the 
highest price of record was charged; it was 29.83. But as of March, 
the latest date here, there have been increases since. It was then 
27.97, whereas over most of the period it was somewhere around 1920 
or 1921 and it is well on its way back up. 

Mr. Harris. I am somewhat surprised it has not already reached 
it, like everything else. 

The Cuarmman, Are there any further questions? If not we are 
thankful to you for your appearance this morning and for the infor- 
mation you have given to the committee. 

Mr. Sloan is the next witness. 


STATEMENT OF ROBERT SLOAN, CHAIRMAN, SUBCOMMITTEE ON 
FUELS AND LUBRICANTS, PURCHASES AND STORES DIVISION, 
AMERICAN TRANSIT ASSOCIATION, NEW YORK, N. Y. 


Mr. Sutoan. Mr. Chairman and members of the committee, my 
name is Robert Sloan. I am director of purchasing for the Third 
Avenue Transit Corp., in New York City. Our company operates 
1,000 motorbuses in the metropolitan area. I am appearing on behalf 
of the American Transit Association. 

The American Transit Association is a voluntary trade organiza- 
tion whose operating member companies transported nearly 80 per- 
cent of the 15 billion passengers using local transit facilities in the 
United States last year. These companies operate the local transit 
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facilities in the towns and cities of all sizes throughout the United 
States. 

The transit industry renders a vital service to these communities by 
providing a basic means of transportation to and from work, a 
ping, schools, recreation centers, and in meeting other general family 
transportation requirements. In times of national emergency the 
importance of the transit industry to the national defense and to the 
maintenance of essential civilian economy is generally fully reeognized 
by military and civilian officials in all branches of the Government. 

The rates of fare charged by privately owned transit companies are 
strictly regulated by State commissions or by municipalities which 
also exercise control over the quantity and quality of the service 
provided. 

Serious competition from automobiles and taxicabs which the 
transit industry suffers, its spiraling operating costs, and other un- 
usual characteristics are responsible for the present unfavorable and 
declining financial position of most transit companies. 

Since 1946 the transit industry has suffered a substantial and con- 
tinuing decline in the number of users of its services, largely due to 
the competition resulting from the increase in antomobile registrations 
and usage. The decline in transit traffic between 1946 and 1952 ranged 
from 38 percent in cities of less than 250,000 population to 82 percent 
in cities of over 1 million population. ‘The decline for all cities during 
the same period averaged 35 percent. 

Costs, both as to operating expenses and capital requirements, have 
increased steadily during this same period. At the same time the 
income resulting from increased fares, which often became effective 
only after prolonged procedural delays, has lagged dangerously be- 
hind spiraling operating costs. Direct labor costs represent almost 
60 percent of operating revenues in the transit industry, and wage 
increases are often made effective retroactively, particularly in cases 
where arbitration is involved. Transit companies invariably suffer 
serious losses, which cannot be recovered, when retroactive wage 
inereases are followed by prolonged delays in obtaining approval of 
fare increases. 

The transit industry also carries a substantial burden in the form 
of general and special taxes payable at local, State, and Federal levels. 

The combined effect of the downward trend in transit riding and 
the upward trend of costs is a sharp reduction in the rate of return 
on the money invested in the business, despite the fact that all transit 
companies have increased their fares one or more times since 1946. 
The industry earned only $29,749,000, or 0.76 percent, on its invest- 
ment of $3,910 million in 1952. The maximum annual return in any 
1 year in the past pie A century was 4.10 percent of 1943. It was 
vossible for the industry to earn a return even as high as this only 

cause 1943 was a war year in which wages and other costs were 
fairly well stabilized and the use of the private automobile restricted. 
Such inadequate earnings have virtually denied transit companies 
access to equity capital as well as long-term borrowed capital. 

It is apparent from the foregoing statement of the precarious 
financial position of the transit industry generally that any increasé 
in an element of operating expenses will react adversely. Not too 
great an increase will virtually wipe out the present small operating 
income. 
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During the year 1952 the transit industry used 380 million gallons 
of gasoline and 121 million gallons of diesel fuel in transporting 
people on urban motorbuses. If the recently announced increases in 
price of motor fuel—1.3 cents per gallon for gasoline and 0.6 cent per 
gallon for diese] fuel—had been in effect during that year, it is esti- 
mated the operating costs would have been increased by $5,700,000, 
an annual amount equal to almost 20 percent of the entire operating 
income of the industry in 1952. 

Stating the effect in another way, if the combined gallonages of 
gasoline and diesel oil utilized by the transit industry for motorbus 
operations during 1952 were subjected to average increases of 1 cent 
and 2 cents, respectively, in the price per gallon, the corresponding 
increases in operating cost, resulting amounts available for return on 
investment, and rates of return would be: 


Increase Available 
in fuel for return on| Rate of return 
cost investment 


WR) ee i eZ weneee-n-|-ce-ne--=---| $20,749,000 | 0.76 of 1 percent. 
1952 (assumed 1 cent per gallon increase) _..............-.-.-| $5, 019, 000 24, 739, 000 | 0.63 of 1 percent, 


1952 (assumed 2 cents per gallon increase) , 020, 19, 729, 000 | 0.50 of 1 percent. 


Continuing these calculations, a 3-cent increase would cut the rate 
of return in half and a 6-cents per gallon increase would be sufficient 
to completely eliminate the operating income, or amount available 
for return on investment. 

Unfortunately, such increases in operating expenses cannot readily 
be passed along to the transit rider because of the prolonged delay 
characteristic of the regulatory process as applied to fare increases. 
Fare increases, while vitally essential in attempting to meet increased 
costs of operation, are themselves a factor in driving transit patronage 
to the private automobile in some instances. It is important, there- 
fore, that unwarranted increases in the elements of transit operating 
cost be avoided if the industry is to continue to render its vital services 
to the urban community at fares within the reach of low-income 
groups. 

That concludes my statement, Mr. Chairman. 

The Cuarrman. Are there any questions, gentlemen? If not, we 
thank you, Mr. Sloan, for the statement that you have made for the 
benefit of the committee. 

Mr. Stoan, Thank you very much. Mr. Lloyd Halvorson is the 
next witness. 


STATEMENT OF LLOYD C. HALVORSON, ECONOMIST, THE 
NATIONAL GRANGE 


Mr. Hatvorson. Mr. Chairman and members of the committee, I 
would like to file my statement and then make a brief oral statement 
for the record. 

The Cuarrman. You may file your statement and it will be printed 
in the record in full. 
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(Mr. Halvorson’s prepared statement follows :) 


TresTIMONY OF LiLoyp C. Hatvorson, EcoNoMIST THE NATIONAL GRANGE, ON 
INCREASES IN PRICES OF PETROLEUM PRODUCTS 


Mr. Chairman and members of the committee, we of the National Grange are 
very pleased that these hearings have been called. Net farm income depends not 
only upon the price that farmers receive for their products, but also upon the 
expenses of farming. Farm leaders for years have stressed the importance of 
efficiency in the marketing of farm products, and they have secured substantial 
Federal and State appropriations for marketing research. However, relatively 
little has been done to determine the degree of efficiency and the degree of com- 
petition in the things farmers must buy. 

Parity prices are a purchasing power concept. If prices of things farmers buy 
go up in price by 10 percent, then parity prices automatically go up 10 percent. 
This does not necessarily mean however, that market prices of farm commodities 
go up by 10 percent. What it may mean is that a product that was formerly 
at 91 percent of parity and not in need of Government purchase now is at only 
82 percent of parity and in need of Government purchase to bring it back to 90 
percent of parity. 

There is a growing school of thought that the basic cause of the farm problem 
is found in the price, wage, and production behavior of industry. In 1929 
the index of prices received by farmers was 148 (1910-14=100) and the 
index of prices paid was 160 (1910-14—100). This meant that farm prices in 
1929 averaged about 90 percent of parity. By 1932 prices received were down to 
65, but prices paid by farmers stood at 112. (It would not have been that low 
had it not been for the fact that included in things farmers buy are feed, live- 
stock, seed, food, and clothing). With this relationship between prices paid 
and prices received, farm prices averaged only 58 percent of parity in 1932. 
It is clear that if prices on things farmers bought had dropped proportionately, 
farm prices could still have been at 90 percent of parity in 1932. 

In deflationary situations such as the present, the flexibility of farm prices 
creates a terrific problem, especially if the prices on things farmers buy like 
gasoline and oil go up. Farmers get squeezed between falling prices and 
rising costs. 

Farmers cannot help but wonder why gasoline and oil prices go up when the 
normal free-market conditions would indicate that a downward price movement 
could be expected. The cost-of-living index is lower now than it was last July, 
sO wage increases should not be allowed by management or asked for by labor 
that result in higher prices for consumers. Similarly, petroleum corporations 
should not raise prices unless justified by cost if it is going to impinge heavily on 
other segments of our economy already in bad shape. Probably no segment of 
our economy uses as much gasoline, kerosene, and oil as farmers as they not 
only use it for the family car, but for their trucks, tractors, and stationary 
engines as well. 

The last figure I have on profits in the petroleum refining industry is for the 
fourth quarter of 1952. It shows a return on stockholder equity of 14.5 percent 
after taxes. Out of 23 major industries, only 2 had a higher return, but during 
the first quarter of this year, petroleum refiners had the highest rate of return 
and in the second quarter stood second, while motor vehicles and parts were first. 

Total assets of agriculture on January 1, 1952, stood at $169 billion. Total 
debt was $14.1 billion, leaving a proprietors equity of $154.8 billion; and if from 
this we deduct $20 billion for household assets we still have $134.8 billion as the 
equity investment of farm owners in the farming business. If farm owners had 
earned 14.5 percent before taxes as did the petroleum refining corporations just 
for the investment function, their net income in 1952 from investment alone 
should have been $19.5 billion. Instead, farm operators and their families, 
received only $14.3 billion for (1) labor, (2) management, and (3) investment 
all combined ; and nonfarm landlords received $1.3 billion for their investment 
in farms (rent). 

We have no figures on profits in the petroleum-producing business, but we have 
gained the impression it is very profitable. Some years ago it was alleged that 
the integrated oil companies were pushing most of their profits back to the oil 
wells in order to make the most of the depletion allowances. This practice was 
supposed to haye made the refiners margin very small and thus made it very 
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difficult for small nonintegrated refinery companies. It is our understanding 
that oil companies can deduct 27% percent of their gross income as a depletion 
allowance, and that this can go on long after the original investment has been 
recovered. 

In spite of what I have said, I recognize that the increase in gasoline and oil 
prices may be justified. However, it is something we are very glad this com- 
mittee is looking into, for in view of the serious impact upon agriculture, farm- 
ers will want to know if the increase was justified. 

One of the greatest inadequacies in our country today is found in our road and 
highway system. Many State legislatures would like to increase the gasoline 
tax in order to acquire more funds for road and highway construction, but have 
relinquished the idea because gasoline prices of around 30 cents a gallon are 
already so high as to be very oppressive and discouraging to motorists. The 
inadequacies of our highway costs lives, limbs, and considerable time every day. 

The increase in gasoline and oil prices is certain to have a direct effect upon the 
Federal budget because gasoline, oil, fuel oil, and other petroleum products are 
consumed in large quantities by the Air Force, Navy, and Army. In addition, 
the increased cost of gasoline, oil, fuel oil, etc., is certain to increase the cost of 
manuafacturing armaments. These are further reasons why we are glad to 
see this committee investigate this matter. 

Farm consumption of petroleum products has been estimated for 1951 by 
Government agencies as follows: 

Million gallons 


EE. ceca crciaki denntntibinnwpiiipeinbelanih tiny ctihe vwmmreindaeaniiebeiieed 4, 020 
I is rttiteritidnninbnmcdltcsbalinblnntgiinsinibmbibeleianthibiginhi dealin 1, 935 
Ts ccecitgl arretehontons ibaa ales vvedht-ne- daceietinnddpaciinerhawedntls brebenenliad 1, 180 
Stationary engines__.......-.-.~. wtptonderionsinetintber ghd temginents Lpmependcenmapsint-aceing 875 
IG INE II a icc werner hth BS ce mtg beicndte S ecu brceitn wlan 2, 490 

Se icesecevitinnsantiistinitaneeloitnceticneenaineeditingiansth tte anathema 10, 000 


A 1-cent-per-gallon increase means an additional cost of $100 million for farm 
people. 

Mr. Harvorson. We are very pleased that this committee is holding 
hearings on this very important subject. There is probably no group 
in the country that is a heavier user of gasoline than farmers. Now, 
the questions that you raised in your statement this morning seem to 
me to be the best and most comprehensive array of questions I can 
imagine, and I hope that all of those questions are asked of repre- 
sentatives of the oil companies so that we farmers will really get the 
answers to whether or not this increase is justified and as to whether 
or not there is enough competition in industry to protect the public. 

If some of those questions aren’t answered satisfactorily, I hope this 
committee will take proper steps to see to it that there will be enough 
competition in industry, and that there will not be unjustified 
increases. 

I am not saying that the increases have not been justified. I 
would like to point out that farmers use about 10 billion gallons of 
petroleum products. A 1-cent increase means $100 million, so that 
there has been a 2-cent increase recently, it means $200 million in- 
creased expenes of farm people. 

Now, on the last page of my statement, I have that 10 billion gal- 
lons broken down, and I won’t go into that here. 

I haven’t been able to determine for myself whether or not the in- 
crease has been justified, but looking at a few factors it seems to me 
that probably it has not been . I do not know whether wages have 
gone up in the petroleum industry or not, but I cannot quite see why 
they should go up because the cost-of- living index is about the same, 
and in fact a little lower now than it was a year ago. I have looked 


at the profits of petroleum industry and find that they stand near the 
top in the rate of return on the stockholders’ equity. For the fourth 
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quarter of 1952, the return on the stockholders’ equity was 14.5 per- 
cent after taxes. 

Now they have been quite consistent in maintaining a very high rate 
of return, and looking at that factor, at least, it is hard to see why an 
industry that is in such good shape should turn around and pass on an 
increased petroleum price and damaging farmers as it does. Already 
the income of farmers is very low, and it has been falling and it is 
lower now than it was in 1948. 

The cost of things that farmers buy has been rigidly high, and farm 
prices have been falling for the last 2 years. I notice that the index 
of prices received by farmers reached a high of 313 in February 1951. 
That is a little over 2 years ago, and it is now down to 261. T hat is a 
substantial decline. C ‘onsequently, the parity ratio today on May 15, 
1953, was only 94. If these things that farmers buy continue to go up, 
and prices that farmers receive continue to go down, there will be a 
very serious situation in agriculture, and therefore I think that the 
situation in agriculture alone justifies the inquiry that this committee 
is making into the increase in gasoline prices. I believe that concludes 
my statement, Mr. Chairman. 

The Cuatrman. | might say, with reference to the statement that 
you have made, expecting the questions that were propounded in my 
opening statement this morning, that those questions were purposely 
made at the commencement of these hearings in an endeavor to point 
the way as to the information that this committee would want. I 
assume that in most instances they are directed at the companies them- 
selves that have made these increases, and I certainly am hopeful 
that those companies will give consideration to those questions and 
when they appear before this committee come prepared to give such in- 
formation as they may have that would in their opinion have a re- 
lationship to the questions that I have asked. 

Mr. Hatvorson. I think the questions are excellent and I know that 
we will read the record carefully, and I hope that the committee mem- 
bers will persistently pursue those questions that you have raised be- 
cause they are so thorough and comprehensive that they will when 
answered either point to ythe solution or they will satisfy our farm 
people that the increases were justified. Otherwise, they will be very 
unhappy. 

The CuairmMan. Are there any questions, gentlemen ? 

Mr. Beamer. I would like to have an answer to a brief question. Do 
you have any information about the necessary increase of the use of 
petroleum products by farmers because of the tractors and other de- 
velopments that have been made? 

Mr. Hanvorson. It has been increasing consistently. I have before 
me some figures that show the increase in the expenditures that farm- 
ers have made for cost of operating motor equipment. Now, in 1940, 
it was $584 million, and in 1952 it was $2,120,000,000, That is pretty 
near a fourfold increase. 

Mr. Beamer. Could you probably say that the greatest increase in 
the petroleum consumption has been in the agricultural areas? 

Mr. Hanvorson. I would think so, because farmers have gotten rid 
of most of their horses, and not only that but they have increased the 
intensity of their operations, and are using more horsepower today 
than they ever did before. 
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Mr. Beamer. You also referred to the rate of return of the oil com- 
panies. I wonder how that would contrast with the rate of return for 
the farmers. 

Mr. Harvorson. Well, that is something very interesting. I happen 
to have that in my statement to a slight | extent. If farmers were to 
get 1414 percent on their equity they would not have to work and they 
would be better off than they are today, because they have an invest- 
ment of $134.8 billion, and after deduction of their liabilities and after 
deduction of some of their household investments, and after deduction 
of their invesements in bank assets, and so on. Now, so therefore if 
farmers were to get 14.5 percent on that $134.8 billion, their net income 
from investment alone should have been $19.5 billion, but instead their 
net income was only $14.3 billion, and that included their return for 
labor of not only the farm operator but the family as well, the manage- 
ment and then the investment. 

So you can see what a much worse position farmers are in than the 
oil companies. I should also point out that this $14.3 billion of net 
farm income includes a rental allowance to the cash income has been 
added a figure for the value of living in the dwellings, and they have 
also added about $2 billion or $3 billion for products consumed on the 
farm. 

Mr. Beamer. It is an honest figure, is it ¢ 

Mr. Hatvorson. It is calculated by the Department of Agriculture, 
and they have added in these things like rental value, and. product 
consumed on the farm. 

Mr. Beamer. I think it is very significant. 

That is all, Mr. Chairman. 

Mr. Sprincer. I have one statement I want to make. Coming from 
an agriculture area almost entirely, I might say for the record that 
the farmer in the Middle West has been concerned with this problem 
of rising prices to him and falling prices going out from him. This 
has been almost successive since 1947, has it not? 

Mr. Hatvorson. Yes; that is right, that was the peak year of farm 
income; that is right. 

Mr. Sprrtncer. Now, I think a farmer probably realized there was 
going to be a readjustment of prices in 1953, and he doesn’t have so 
much objection to the readjustment in price provided that he gets a 
readjustment in prices for the things which he purchases. 

Mr. Hatvorson. That is exactly the situation. 

Mr. Sprincer. That is the problem which you have outlined in this 
statement. 

Mr. Hatvorson. I point out that parity is tied to the cost of things 
that farmers buy, and now farmers’ prices would seldom get below 
parity if the cost. of things that farmers bought would also fall. And 
it really gets back to the situation that if industry would continue to 
produce to the fullest capacity at all times without any restrictions 
and without any concern for price, prices would move together more 
in harmony and there would be less farm problem. 

Mr. Sprincrr. Now you mentioned here in your statement one point: 
Eighty-two plus parity. Would you explain that with relation to the 
products that you purchase? That is the next to the last line, page 
1, second paragraph. 

Mr. Hatvorson. I wanted to point out there that when prices of 
things that farmers buy goes up, like gasoline and oil, which is a very 
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big factor, unless farm prices go up along with the parity ratio tends 
to fall which means that more products are going to be in need of price 
supports. In other words, the parity price concept is a purchasing 
power concept, and it really means that if the price of things that 
farmers buy go up 10 percent, the parity prices sas go up 10 percent 
and it does not mean that market prices move up with parity prices, 
and it might mean that some prices instead of being 90 percent of 
parity, end up with a figure of 82 percent of parity, which in not many 
cases will call upon the Government to support the price. Sothishasa 
direct implication to the problem that the Secretary of Agriculture 
has at present in meeting the farm situation. 

If other things go up, as they will, and as they have, it will com- 
pound the farm problem. 

Mr. Sprinoer. I believe that is all, Mr. Chairman. 

The CHarmrman. Any further questions? If not, we thank you, 
Mr. Halvorson, for your appearance today. 

Mr. Hatvorson, Thank you, gentlemen. 

The CHarrmMan. The next witness will be Paul Hadlick, of the 
National Oil Marketers Association. 


STATEMENT OF PAUL E. HADLICK, GENERAL COUNSEL OF THE 
NATIONAL OIL MARKETERS ASSOCIATION, WASHINGTON, D. C. 


Mr. Hapurcx. Mr. Chairman and gentlemen of the committee, I 
was happy to accept your invitation to appear before you and pre- 
sent what information I can with reference to rising oil prices and 
the reasons therefor. 

First of all, let me say that prior to any knowledge that this com- 
mittee was going to hold hearings I, on behalf of the National Oil 
Marketers Association, filed a complaint with the Antitrust Division 
of the Department of Justice asking that an investigation be made 
to determine if there was any collusion among the integrated oil com- 
panies in the raising of petroleum prices. 

My complaint to the Department of Justice was made orally on June 
22, 1953, and supplemented by a brief letter on the same date to Mr. 
Stanley N. Barnes, Chief of the Antitrust Division, in which I stated: 

Today I conferred with Mr. Edward P. Hodges who was Acting Chief of the 
Antitrust Division in your absence with reference to the problem of antitrust 
law enforcement in the oil industry. This communication confirms the presen- 
tation of the complaint and restates the main portion thereof. 

Raises in the price of gasoline a week ago followed later last week by advances 
in crude oil prices and again today by additional increases in all grades of 
refined petroleum products indicates clearly that there is collusion among the 
large oil companies controlling the oil markets, Stocks of petroleum products 
are about the highest in history and can. be amply added to by simply lifting 
of oil State’s rationing schedules. 

It is respectfully requested that your Department promptly institute an in- 
vestigation of the current price advance in petroleum to determine if the anti- 
trust laws have been violated, and, if our suspicions are justified by the facts, 
that they be placed before a Federal grand jury. 


I would not want my appearance here, nor anything I say here, to 
be construed as withdrawing or in any way weakening the complaint 
thus made to the Department of Justice. There is sufficient ground 
from the circumstances surrounding the recent price increases in 
petroleum to warrant the Department of Justice in using the extraor- 
dinary powers of the grand jury to search out the facts. 
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The Cuarrman. May I at this point, Mr. Hadlick, say, and make 
it plain to the committee, that you did not solicit the committee for 
your appearance here today, but the committee did solicit you to 

» present today to give it the benefit of such study or information 
that you might have, so that you are here in the sense of responding 
to a request from the committee rather than projecting yourself into 
the hearing. ; 

Mr. Hapiicx. That is correct, and I thank you very much, sir. 

I should like to suggest that if, during your hearings, you develop 
any facts indicating collusion in the raising of petroleum prices, you 
follow the usual custom of congressional committees of referring such 
evidence to the Department of Justice. 

Furthermore, I want to make it plain that I am not appearing here 
to seek any pressure from your committee upon the Department of 
Justice. The matters I want to stress upon here are related to the 
overall situation in the oil industry and the legislation enacted by 
the Congress which has laid a foundation for monopoly in oil. 

To refer to the recent price increases briefly. In a free competi- 
tive market, prices respond upward and downward according to sup- 
ply and demand. I will speak later of the efforts—successful at 
times—in holding the supply of oil below demand in order to enhance 
yrices. But as of the present time, no one can show that there is a 
lack of supply—domestic or worldwide. Crude-oil stocks, fuel-oil 
stocks, and gasoline stocks are high—just prior to the rise, the market 
was described as “sloppy,” meaning smart buyers could buy under 
the postings. Only logical conclusion is that the recent increases 
took place as the result of collusion. 

As evidence of how markets act when there is no collusion, let 
me cite you the case of Socony-Vacuum Oil Co. Late in April or 
early in March of this year, this company initiated a rise of one-half 
cent per gallon on gasoline in New York and New England. At that 
time stocks of gasoline in the United States were some 5 million 
barrels higher than the year previous. Socony-Vacuum Oil Co. had 
to back down as none of the other companies followed. 

But when it came to the June hikes, it seems that arrangements 
had been carefully made so that all would follow—and they did. 
Stocks of gasoline at this time were some 27 million barrels above 
a year ago. 

I would like to say, Mr. Chairman, that the questioning I heard 
this morning has seemed to start with the end of the war. I think 
that your questions have to go back to the thirties, and I respect- 
fully submit that your committee review the whole oil industry from 
1934, 1935, or 1936 on. 

You, Mr. Chairman, and Mr. Crosser, are the only two members 
of this committee now present or now on the committee who were 
here at that time. You are very familiar with the situation. But 
lam sure that some of the other members are not. 

The Cuarrman. There is no restriction upon you as to the period of 
years as to which you shall confine your testimony, and you may go 
back beyond what was indicated in the questions of the chairman this 


morning if the purpose if to illustrate a point that you think is 
important. 





PETROLEUM STUDY 39 


Mr. Hapuick. Quite likely the producers and refiners of oil will 
tell you that their costs have risen. That may be and perhaps is true 
But the oil marketers’ costs have risen plenty in the last dozen years., 
yet their margins have been practically the same. Integrated oil com- 
panies who profit from their operations in the production, refining, 
and transportation of oil have control over the fixing of the whole- 
sale and retail prices to such an extent that they dictate what a whole- 
saler’s and retailer’s purchasing price shall be, as well as his selling 
price. 

But regardless of increases costs, competitive markets are not set 
by costs as much as by supply and demand. Furthermore, profits of 
the crude oil producers and the integrated oil companies have been 
handsome even since 1940. Below I give you 2 comparisons of the 
profits of 12 integrated oil companies, the first set comparing 1940 
orofits with 1948, and the second comparing 1940 profits with 1951. 
p *rofits of these companies for 1952 and the first 6 months of 1953 have 
been on a par, if not higher, than those shown for 1948 or 1951. 

I purposely chose 1940 because at that time the war in Europe had 
started, and prices had gone up. I think crude oil was about $1 to 
$1.10 in 1939 and 1940. Today it is bumping at $3. 

I would like to at least read one of these tables: 


Profits of integrated oil companies, net after income taxes 


Percentage 
1948 | of profit 
| increase 


Atlantic Refining_- ouanhe $8, 559,356 | $35, 657, 124 
Continenta] Oil........ nadtetian=<ditian< =e 4, 317, 65 54, 216, 729 
Gulf Oil... a | 22,150,277 | 183, 539, 299 
Mid-Continent Petroleum _ at 2, 967, 3¢ 24, 681, 993 
Pure Oil_. bjagéds vedbinnzes tons 8, 718, 057 41, 672, 136 
Shell Union Oil_- pdaeotbdiddeedidec i | 15,654,678 | 111,396, 447 
Sinclair Oil... pammaginni adanltet oad 3, 792, 602 81, 048, 602 
Socony- Vacuum Oil_ : Lees 36, 409, 05: 132, 800, 055 
Standard Oil (Indiana).........- 33, 597, 34: 140, 079, 286 
Standard Oil (New Jersey).-..-..-- 123, 886, 316 365, 604, 976 
Sun Oil. who addbdhbh ded ban f 4 7, 969, 42, 853, 839 
yi ere eee ee 4 vr 31, 547, 662 165, 980, 980 


Mr. Sprtncer. What are these figures again ¢ 

Mr. Haprick. These are the profits of integrated oil companies, net 
after taxes, taken from their annual reports. 

Now, the comparison with 1951 is the same, and I would like to 
put those two tables in the record for your comparison. They vary 
very little, and as I say, for the last year and this year they are the 
same. 
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(The tables referred to follow :) 


meee of inte yronr § oil CoRR onETS, net oe income tares 











1948 1951 
¢ 
1940 Percentage | | Pereentage 
Amount of profit Amount of profit 
increase increase 
Atlantic Refining 7 $8, 559, 356 | 316 | $45, 067,000 426 
Continental Oil 4 4, 317, 658 1, 155 41, 292, 692 | 856 
Gulf Oil 22, 1! ; 593 140, 071, 000 ] 532 
Mid-Continent Petroleum 2, 967, 304 731 | 17,062, 182 | 474 
Pure Oil 8, 718, 057 ‘ q 377 | 33, 593, 727 285 
Shell Union Oil_. 15, 654,678 | 111,396, 447 611 | 97,020,000 519 
Sinclair___. 3, 792, 602 81, 048, 602 2,037 | 81,898, 490 2, 059 
Socony-Vacuum Oil 36, 409, 055 132, 800, 055 264 161, 622, 159 543 
Standard Oi! (Indiana) | $3,597,342 | 140, 079, 286 316 | 148, 697, 356 342 
Standard Oil (New Jersey) .--| 123, 886, 316 365, 604, 976 195 | 528, 461, 000 326 
Sun Oil oul 7, 969, 068 42, 853, 839 | 437 | 45, 355, 643 469 
Texas Co_-. he 31, 547,662 | 164, 980, 980 426 | 178, 774,677 466 


Mr. Hapuiicx. You might ask: How could such enormous increase 
in profits come about ? a you have to do is look at the record of 
crude oil prices. In 1939, 40 gravity crude oil in Oklahoma sold for 
a dollar a barrel. In 1940, this was increased to $1.10. At the end 
of 1945, it had risen to $1.25 per barrel. However, by the end of 
1948, it had risen to $2.65 per barrel, and with the latest rise last 
month it is now $2.90 per barrel. 

Despite these enormous profits, Dr. Robert E. Wilson, chairman 
of the board of Standard Oil Co. (Indiana) made a statement to com- 
pany stockholders a year ago May 27 that: 

Business is caught in a squeeze at the hands of Government between prices 
being held down, while promoting higher wages and high taxes, 

I am sure Dr. Wilson must have been talking about some other 
industry or business than his own. Dr. Wilson’s company—presum- 
ably the one he refers to as being squeezed—made $33,597,342 in 
1940 and $148,697,356 in 1951. If that is being squeezed, then there 
are many in my association that would like to be thusly driven to the 
wall, 

The chairman of the board of Socony-Vacuum Oil Co., in his report 
to stockholders a year ago, stated that earnings are actually inade- 
quate to meet the dem: and‘ which can be reason: ably made by the owners 
of the business and the public. Socony-Vacuum made, after taxes, 
$36,409,055 in 1940 and $161,622,159 in 1951. In that period their 
sales tripled but their profits quadrupled. 

A year ago the president of Gulf Oil, in a speech, stated : 

If an industry such as ours is to expand its facilities and keep pace with the 
Nation’s requirements and at the same time preserve reasonable financial safety, 
it must be done primarily from the reinvestment of earnings. 

Yet Gulf increased its profits over five-hundred-fold from 1940 to 
1951—from $22,150,277 in 1940 to $140,071,000 in 1951. 

I sincerely doubt the soundness of Government regulatory measures 
upon supply which force the consumer to become the financiers of the 
sellers’ expansion programs. 

The whole question of the taxpaying ability, and present liability, 
of the integrated oil companies should be gone into. They have the 
benefit of the 27 1% percent depletion allowance, the right to write off 
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drilling and development costs as operating expense, and for good 
measure the Petroleum Administration for Defense has been most 
generous in the issuance of rapid amortization certificates for literally 
hundreds of major oil company installations. If any of the 20 large 
major oil companies ever paid an excess-profits tax, despite their high 
earnings, I have seen no record of same. 

As I have said before, you will perhaps hear a lot in the course of 
your hearings about costs. Itisa good subject and it is my hope that 
the committee will pinpoint the costs, if that is possible. I merely 
wish to call the committee’s attention to the Tariff Commission’s 
summary report, showing a production cost of 781% cents per barrel 
in 1939 and 76.4 cents per barrel in the third quarter of 1941. Cer- 
tainly costs have risen, but have they tripled as has the selling price 
of crude oil? The exorbitant profits of the oil producers deny it. 

In addition to the question of costs of producing crude oil, the com- 
mittee should look into just why we had two refined products rises on 
the east coast interspersed with only one crude oil rise. Tanker rates 
have always been blamed for many increases in the past, but these 
rates are perhaps at their lowest point since the war. The bearing 
of tanker rates on east coast prices should be looked into, as well as 
who controls the coastwise tanker shipping of this country. 

I think we should be clear in the use of terms. There is a distinct 
difference between a law which prescribes a course of conduct upon all 
citizens and a law which sets up an agency to control the conduct of 
certain persons or firms. Law functions from the outside and fixes in 
advance the rules of conduct impartially applicable to all. On the 
other hand, control penetrates into the interior and becomes a part of 
managerial authority. Some call this national planning or social con- 
trol. As one author puts it: 

It consists essentially in the creation of plans by a central group for the 
balancing of production and distribution with consumption demand and the 
enforcement of these plans by the powers of government either as inducement 
or compulsion. It is just as collective in character as is public enterprise, and 
will lead inevitably to the suppression of the individual and his subordination 
to the group, with all the resulting suppression of personal liberty in all other 
fields of human interest. 

To put it another way, there are only two fundamentally different 
concepts of social organization : the individualistic, or capitalism, and 
the collective, or socialism or communism. Quite obviously they are 
mutually antagonistic. The difference is largely centered in who is to 
own or control the facilities of production, “distribution, transporta- 
tion, communication, and commerce. Up until this last generation we 
have been of the individualistic (capitalisitic) type. A few of us, at 
least the association I represent and myself and, I hope, some of you, 
still want to keep this country that way. 

There we have the nub of the situation, Do we have control in the 
oil industry? Mr. Holton, chairman of the board of Socony-Vacuum 
Oil Co. told his stockholders a year ago that the “rapidly growing 
Government control will eventually result in the loss of personal 
liberty.” 

A year ago, a regional manager for Cities Service Oil Co., in ad- 
dressing an oilmen’s meeting in Virginia, warned against tinkerers 
who would change a great edifice, built with individual initiative upon 
a foundation !aid in Virginia nearly 350 years ago. 
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I could quote many other major oil company men who warn against 
Government control of the oil or any other industry. They seem to 
overlook the fact that we do have control, but it happens to be the 
kind of control that lines their pockets with gold by picking the 
pockets of the jobbers, dealers, and consumers. 

I want to state that the association I have the honor and privilege 
of representing, and myself, object. strenuously to Government control 
under the definition I have given. But we believe that Government 
control has already started. A pinhole leak in the dike doesn’t remain 
a pinhole unless someone makes a repair. It is time to do some re- 
pairing to our economic system in this country—and I suggest a 
start in oil by eliminating at least all the Federal controls that have 
been instituted in the past 20 years, 

Do we have control in oil such as balances production or penetrates 
into management? The Chase National Bank is a reputable institu- 
tion of long standing; if not one of America’s largest, at least one of 
oil’s best friends. The Chase economist, Joe Pogue, in his booklet, 
Economics of the Petroleum Industry, says: 

The institution of proration has thus modified the mechanism whereby supply 
and demand are equated. Formerly subject to regulation by price alone, supply 
is now restricted at the wellhead by proration which therefore acts as a sub- 
stitute for price at this point in the system. 

* ~ + * ~ * e 

The existing relationship of the petroleum industry to the State is one of 
some measure of mutual cooperation and helpfulness. The State has undertaken 
to assist the industry in its efforts to bring about conservation with its attendant 
stabilization, and the instrumentality of proration has received the support of 
most of the oil-producing States through the enactment and enforcement of 
conservation laws; the interstate oil compact has developed as a coordination 
agency ; and the Federal Government has contributed its support of such meas- 
ures by the enactment of the Connally “Hot Oil’ Act, the provision of advisory 
production quotas, and a general attitude favorable to a temperate program of 
imports. 

Before leaving Mr. Pogue—who, incidentally, was one of the first 
members of the economics committee of the Interstate Oil Compact 
Commission—I should like to invite the attention of this committee 
to Mr. Pogue’s views on oil marketing—quite a contrast to his orderly 
»xroduction theories. Mr. Pogue isn’t a Socialist all of the way—only 
in the production of oil. In the same publication, Economics of the 
Petroleum Industry, here is what he says about marketing: 

There are too many units engaged in marketing to thrive except under rela- 
tively large margins. * * * 

The distributing system of the petroleum industry is the focus of incessant 
dissension and the source of endless proposals for regulation and change. The 
overcrowded nature of this field makes for a severity of competition that keeps 
the profit average at a level unsatisfactory to the efficient and unremunerative 
to all operators in the higher cost brackets. There can be no fundamental 
resolvement of this difficulty except through a long period of narrow margins 
that will retard further expansion and permit the volume of sales per unit to 
increase; and yet there is no field in which more legislative panaceas are pro- 
posed, all running to the theme of protection to this interest or that, or to the 
regulation of competitors. 


Now, if regulation is good for production, it is good for marketing. 
But I still say I object to regulation of any kind which steps into 
the management of a private enterprise. 

While I have heretofore stated that the current stock position of 
the oil industry, domestic and worldwide, did not justify the increase 
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in prices last month, that by no means discounts the fact that the 
machinery exists whereby stocks could have been drawn ows sa 
can still be drawn on—to place supply below demand and thus force 
prices further upward. By a little more manipulation in Texas 
schedules, you could have $5 oil and there wouldn’t be a thing you 
could do about it unless you did something with legislation. “That 
is exactly what was done in the period from January 1, 1946, to the 
spring of 1947, when the price of crude oil rose from $1.25 per barrel 
to $2.65 per barrel. 

While part of the blame for the control of oil production lies with 
the States, their oil control legislation and the orders of their com- 
missions, such ordinary controls would be largely ineffective in con- 
trolling national production and fitting into the world oil cartel sit- 
uation if it were deprived of the assistance of the Federal Govern- 
ment. 

As Senator Wherry’s Senate Small Business Committee, in Senate 
Report No. 25 (81st Cong., Ist sess.), published early in 1949, stated : 


There is a mechanism controlling the production of crude oil to market de- 
mand (or below) that operates as smoothly and effectively as the finest watch. 


If you will study the world oil situation, you will find that the inter- 
national oil cartel, now subject to action under the Federal antitrust 
laws in the New York courts, could never have become effective until 
proration and the subsequent Federal legislation protecting the con- 
trol over supply and demand had become operative. 

I should like to present to you a resolution adopted by the National 
Oil Marketers Association at its last convention, for the record, if I 
may, Mr. Chairman. 

The Cuarrman. It will be made a part of the record at this point. 

(The resolution referred to follows :) 


RESOLUTION No. 1—Or_ PRopucTION CoNTROLS 


Whereas the National Oil Marketers Association opposes control of legitimate 
business by Government, believes in the free-enterprise system under which our 
country has been built, and favors the return of Government to the principles of 
the Founding Fathers by enacting only such laws as set the rules of conduct for 
all and repeal of such laws as place Gove rnment in the position of “owning,” 

“controlling,” or attempting to “plan” or “manage’’ business; and 

Whereas existing laws, decrees, orders, and activities of the Federal and State 
yovernments in planning, controlling, and limiting the production of petroleum 
have resulted in the monopoly of such industry by a small group of integrated 
oil companies ; have failed to protect the consumer from inordinately high prices ; 
have eliminated a free and competitive market in the purchase and sale of petro 
leum products; have seriously injured thousands of nonintegrated units in the 
petroleum industry, and thus threatens even further Government control of the 
oil industry : Now, therefore, be it 

Resolved by the National Oil Marketers Association in meeting assembled at 
Chicago, Ill, this 12th day of November 1952, That: 

1. State oil proration laws whereby the production of crude oil is controlled 
and regulated so as to limit its production to or below market demand, be repealed 
and that true conservation statutes be enacted. 

2. The Connally Act, whereby crude oil produced in excess of State production 
orders is prohibited entrance into interstate commerce, be repealed by the Con- 
gress of the United States. 

3. The congressional approval of the interstate oil compact whereby the oil- 
producing States, with the assistance of the large oil companies, endeavor to 
limit the total production of oil-producing States (and perhaps foreign countries) 
to or below market demand, be repealed. 

4. That appropriations for the issuance of monthly forecasts of market demand 
for petroleum products, issued by the Bureau of Mines of the Department of 
the Interior, be withheld by the Congress. 


86179—54——_-4 
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Mr. Hapiicx. Obviously nothing can be done by this committee or 
the Congress with reference to the State proration laws. But this 
committee and the Congress can do something to prevent the public 
from being mulcted and the independents in the refining and distri- 
buting fields from being driven out of business or forced to sell out. 

The committee will recall that the Connally Act, originally a section 
of the old National Industrial Recovery Act, was enacted as a piece of 
temporary legislation. For several times it was renewed for 2-year 
periods. Finally it was made permanent. Once it became perma- 
nent, and price ceilings established during World War II were re- 
moved, full advantage was taken of it and the other control features. 

The Bureau of Mines continues to make its forecasts of demand 
which are followed fairly closely by the oil-producing States. Any 
loopholes in the setup that might occur are plugged by the actions of 
the Interstate Oil Compact Commission—a compact authorized by 
the Congress to which I have heard even some foreign oil-producing 
countries have become members or participants. 

The Connally Act is an interstate trade barrier with alleged pro- 
tection of commerce and conservation as its excuses. It is harmful 
to free enterprise, monopolistic in its effect, and prejudicial to the 
public welfare. Just how the late President Roosevelt could reconcile 
his approval of the Connally Act and yet reject the proposal to punish 
persons transporting stolen animals in interstate commerce—the latter 
described as the “unjustifiable extension of the Federal police power 
to embrace a particular class of offenses of a petty-larceny type”—is 
beyond my comprehension. 

The Cuarrman. Mr. Crosser was inquiring how much longer your 
statement is, not that we want to shorten it, but merely to make his 
plans. 

Mr. Hapiick. Are you going to meet this afternoon, Mr. Chair- 
man ¢ 

The Cuatrman. I would like to. You go ahead for the time being. 

Mr. Crosser. I will say that I am very much interested in your 
statement, and it is a remarkably good statement, but I have got to 
leave temporarily now. 

The Cuatrman. I have sent over to ascertain the time that re- 
mains on general debate, and that is what is enabling us to sit while 
the House is in session. We will be able to determine that in a few 
minutes. 

I do not want to cut you short. There are some things I have been 
waiting to hear you make some comment upon, and if you have in your 
mind to do it, I do not know of anyone on our list today who is more 
qualified to make the statements that have a bearing on this whole 
subject than yourself. 

Mr. Hapricx. You just watch my friends in the back to see that 
they don’t throw any knives at me, I will go ahead. 

The Cuamman. I have not seen any of them as yet indicate any 
intention of doing other than just listening to you. 

Mr. Hapuick. I would like to refer to section 4 of the Connally 
Act (15 U.S.C. A. sec. 75), which reads: 

Whenever the President finds that the amount of petroleum and petroleum 
products moving in interstate commerce is so limited as to be the cause, in 
whole or in part, of a lack of parity between supply (including imports and 


reasonable withdrawals from storage) and consumptive demand (including 
exports and reasonable additions to storage) resulting in an undue burden on 
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or restriction of interstate commerce in petroleum and petroleum products, he 
shall by proclamation declare such finding, and thereupon the provisions of 715b 
shall be inoperative until such time as the President shall find and by proclama- 
tion declare that the conditions which gave rise to the suspension of the oper- 
ation of the provisions of such section no longer exist. 


Congressman Sam Pettengill, who ably served on the old Cole com- 
mittee with you, Mr. Wolverton, explained the powers thus given 
the President as follows: 

He has the power to suspend the operations of the Connally bill if he finds 
that the oil-producing States which do prorate production are limiting produc- 
tion below national demand and thus unjustly enhancing the price. 

And former Congressman Dies, author of the House version of the 
Connally Act, said in 1937: 

If we were to reduce the supply below the market demand, then immediately 


the President has the right in connection with the protection of the nonpro- 
ducing States to suspend the act. 


And as late as March 1946, when crude oil was still $1.25 a barrel, 
Ernest O. Thompson, of the Texas Railroad Commission, wired Con- 
gressman Wright Patman, saying that OPA price controls were no 
longer necessary in the oil and petroleum products line, because 
“there are huge surpluses of crude in storage and top-heavy surpluses 
of gasoline,” adding: 

There need be no fear of State regulatory authorities reducing production 
allowables below consumptive demand, Congress took proper care of that 
when the law approving the interstate-oil compact was passed by providing 
that the President might permit an increase in imports of crude oil any time 
the State regulatory authorities refused to supply the needs. 

Yet, immediately after Mr. Thompson’s remarks, the price of crude 
oil jumped up. Appeals to the President during the period when 
supplies were artificially held below demand in 1947 and 1948 brought 
no action. Crude oil rose in price from $1.25 per barrel to $2.65 per 
barrel. 

It seems quite clear to me that the time has come for the Congress 
to repeal the Connally Act, withdraw its approval of the interstate 
oil compact, and take some action that will restrict and prohibit the 
Bureau of Mines from laying out a pattern for the control of the 
production of crude oil. 

At this point I should like to submit for the record and make refer- 
ence to some statements made by Patrick J. Hurley, as attorney for 
Consolidated Oil Corp., now Sinclair, before the Railroad Commission 
of Texas on August 1, 1940. If I may, I shall read that: 

In June 1940 the posted price of Humble was $1.33 per barrel for Corpus Christi 
crude. On June 10, 1940, Consolidated was offered La Rosa crude at $1.16 per 
barrel aboard ship at Corpus Christi. Similar offers between $1.16 and $1.25 
were received. Offers indicated several million barrels of Texas oil for sale at 
the low posted prices. North Texas crude offered for 75 cents per barrel by Pan- 
handle Refining Co. Oklahoma crude reduced by Rock Island Refining Co. to 
60 cents a barrel. Asa result of these cut prices, Consolidated posted a reduction 
in north Texas prices. 

On July 18, 1940, Harry Sinclair received a telegram from D. H. Bolin, North 
Texas Oil & Gas Association, at Wichita Falls: “Please advise what oil producers 
of this area can do to restore your price of crude oil. Since your price cut applies 
primarily to this area evidently the trouble can be removed. We face a very 
serious situation and are ready to take serious measures to remedy it.” On 
July 19 Sinclair replied to Bolin that he was following price cuts of others and 
it was difficult to correct the situation, that shutdowns of production and retalia- 
tory and illegal reduction of allowables cannot help the problem, that the inter- 
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state compact commission and Railroad Commission of Texas holding meetings 
to determine whether to cut allowables and cut back production until prices 
increased. 

As a result of Sinclair’s price cut the Railroad Commission on July 19, 1940, 
cut the allowable for Walnut Bend crude, of which Sinclair is principal producer 
and principal purchaser, from 60 to 35 barrels per well, a cutback of 1,600 
barrels per day, from 3,840 barrels to 2,240 barrels. On July 22, 1940, Jerry 
Sadler sent a wire to Sinclair calling a meetig for August 1, 1940, ‘‘for the purpose 
of hearing evidence on the question of prevention of waste in various oil fields 
in the State of Texas.” On July 23, 1940, Sinclair received a wire from Chairman 
Smith of the Railroad Commission stating: “Commission considering a shutdown 
of entire area of north Texas where Sinclair has cut on the theory that a bottom 
hole pressure survey of the area was badly needed.” 

These reprisals against Sinclair— 


and remember, I am quoting Mr. Hurley, and not my words—— 

The Cuamrman. This is a quotation from General Hurley, who 
represented the Sinclair Co. 

Mr. Hapuick. That is right. 


These reprisals against Sinclair were instituted to compel restoration of prices. 
No question of waste involved. Commission has no authority to fix prices. Ac- 
tivities are pure reprisals against Sinclair for meeting competition, Commission 
attempts to achieve by indirection what the law of the Nation forbids it to do 
directly. Activities of Railroad Commission are illegal. Activites of commis- 
sion caused imports of foreign oil to jump from 160,000 barrels a day in June 
to 305,700 barrels in July. Unprorated foreign crude can reach the consumer 
at a lower cost than the prorated price-fixed crude of Texas. 

A long program of proration of wells to the point of making production imprac- 
ticable in Texas brought about shutdowns for 84 days in the first 7 months of 
1940 in east Texas and a statewide shutdown of 24 days in the same period. 
The State of Texas did not gain by these sacrifices. The commission merely 
rendered a financial service to the producers. The sale of oil below a fixed price 
is not waste. 

Sinclair favors proper regulation, prevention of waste and conservation but 
does not favor conservation as a springboard for price fixing. 


The rest of it I would ask to be extended in the record. 

The CHarrmMan. Was it at that time or later that the Sinclair Co. 
had some arrangement with Mexico? 

Mr. Haptickx. Maybe I had better proceed. That is in the next 
paragraph, Mr. Chairman: 


The real cause of the retaliation against Sinclair was the “excessive imports 
of Mexican oil by Sinclair.” Sinclair executed a new agreement with Mexico 
and certain companies distributed propaganda against Sinclair for doing so. 
Sinclair’s competitors originally organized a propaganda bureau in New York 
City to give a “proper slant” to the news concerning the Mexican oil expropria- 
tion controversy. When Sinclair settled with Mexico the propaganda bureau 
began discrediting the Sinclair settlement and magnified the amount of oil it 
brought to the United States. The propaganda included charges that excessive 
importations from Mexico by Sinclair brought about unsettled prices of crude 
in the United States. The propaganda bureau charges that Sinclair cooperated 
with Standard of New Jersey, Dutch Shell and other expropriated companies 
to create a “united front” and that Sinclair later broke this united front for 
its own gain. 


The CHamman. When you say that, they are General Hurley’s 
words ¢ 

Mr. Haprick. I am quoting Gen. Patrick J. Hurley. 

I will read the balance of the statement for the record. 

The Cuamrman. It is very interesting. 

Mr. Hapuick (reading) : 

The President of Mexico invited representatives of the expropriated com- 


panies to join together for the purpose of negotiating a settlement. Officials 
of the United States Government and the companies were well advised. A chief 
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negotiator was chosen by the companies. The negotiator was a lawyer of recog- 
nized ability and integrity and an ex-Government official of wide experience. 
A date was set for the opening of negotiations. It was agreed that the nego- 
tiator and a representative of Sinclair would proceed to Mexico together. When 
the day of departure arrived, however, the president of one of the chief expro- 
priated companies asked the Sinclair representative not to accompany the chief 
negotiator and not to participate in the opening conferences. The chief nego- 
tiator proceeded to Mexico alone. Upon his arrival in Mexico the propaganda 
bureau turned loose on the public a flood of memoranda, newspaper interviews, 
public adresses, and brochures indicating the settlement of the entire contro- 
versy to the complete satisfaction of everyone. 


_The Cuatrman. Was the representative of the United States at that 
time Judge Cook of Philadelphia? 
Mr. Hapuics. I believe it was Judge Cook; yes. 


Finally the negotiator withdrew on the ground that he had been deceived 
and doublecrossed by the Mexican officials. All negotiations were discontinued. 
Sinclair representatives sat by endeavoring to help but gave no interviews and 
refused to sever relations with Mexico. Sinclair was forced to resume negotia- 
tions alone still advising the other expropriated companies of what was tran- 
spiring from day to day. He learned that the chief negotiator had attempted to 
persuade the Mexican officials that Sinclair’s investment was meager, that 
Sinclair would have to go along with Jersey and Dutch Shell and Standard of 
California irrespective of the kind of settlement made. Sinclair was forced to 
withdraw from the united front. 

Jersey, Shell, and the other expropriated companies released propaganda to the 
effect that Sinclair’s agreement with Mexico was illegal, although the United 
States State Department officially approved the agreement. Mexico paid 
promptly under the agreement. Mexico has met all of its commitments. 

The expropriated oil companies then proceeded to introduce inte the United 
States Congress an amendment to the National Stolen Property Law introduced 
by Senator Morris Sheppard of Texas. The bill was designed to declare illegal 
the payments by Mexico to Sinclair on the ground that Mexico was withdrawing 
oil from the properties of the other companies to pay Sinclair. Congressman 
Lindley Beckworth, of Texas, stated that the bill was definitely intended to 
interfere with the carrying out of the Sinclair settlement. Imports into the 
United States during the first 7 months reached 305,700 barrels a day. Sinclair 
agreed to import into the United States only 13,600 barrels per day for the 
4 years over which it contracted to buy 5 million barrels of Mexican oil per year. 
Sinclair’s imports amounted to approximately 1 barrel out of every 22 barrels 
imported. This 1 barrel could hardly destroy the market. Only 3 percent of 
all importations come from Mexico. 

Sinclair refines 200,000 barrels of oil in the United States every day. Less 
than 7 percent comes from any foreign source. 


Now, I want to refer to the interstate oil compact. 

The Cuarman. I am wondering if it might not be a good point for 
us to adjourn for 1 hour, and resume again as close to 2 o’clock as it 
would be possible for us to do. 

(Whereupon, at 1:10 p. m., a recess was taken until 2 p. m., of the 
same day.) 


AFTERNOON SESSION 


The CuarrmMan. The committee will come to order. 

I regret that the situation is such with the important bill on the 
floor of the House today, it is making it very difficult for us to keep 
our attendance here to what it would ordinar ily be. But we will do 
the best we can in the face of the difficulties that we are encountering. 

Mr. Hadlick, you may proceed. 
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STATEMENT OF PAUL E. HADLICK, GENERAL COUNSEL, NATIONAL 
OIL MARKETERS ASSOCIATION, INC., WASHINGTON, D. C.—Re- 
sumed 


Mr. Hapuicx. Thank you, Mr. Chairman. 

I want to go into the interstate oil compact, and in that regard I want 
to say that I listened to Michigan people this morning and I could 
feel a lot more sympathetic toward them if their own legislature had 
not made the State of Michigan a part of what I believe is a conspiracy 
against the American people in the operation of the Interstate Oil 
Compact Commission. Even the Commission gives lipservice to free- 
dom of enterprise. ‘Their bulletin of June 1, 1948, says that it strongly 
opposes the trend toward nationalization of the petroleum industry. 

f likewise oppose it, but I would like to back up and remove some 
of the trend that has already taken place. I think the views of the 
chairman at the time that this legislation was adopted, if looked into 
today would be found to be truly prophetic, as to what would happen 
once these controls went into operation. True enough, the interstate 
oil campact in article 5 states: 

It is not the purpose of this compact to authorize the States joining herein 
to limit the production of oil or gas for the purpose of stabilizing or fixing the 
price thereof or create or perpetuate a monopoly, or to promote regimentation, but 
is limited to the purpose of conserving oil and gas and preventing the avoidable 
waste thereof within reasonable limitations. 

The leaders in the interstate oil compact know that they have not 
only the above congressional prohibition, but that they enjoy no im- 
munity from the Federal antitrust laws. 


Gen. Ernest O. Thomnpact of the exas Railroad Commission, in 


addressing a meeting of t 


1e compact commission on April 11, 1946, at 
Tulsa, said: 


The oil compact cannot legally consider price. The oil compact is by law 
permitted only to consider waste prevention in the production of oil and gas. 
If we go outside the charter we are all individually and separately subject to the 
antitrust laws. 

Yet there is no doubt in my mind that the compact commission has 
limited the production of oil to stabilize and raise prices and has thus 
aided in the trend toward monopoly in the oil industry. 

The Cuaimrman. Were those last words your words or those of Mr. 
Thompson ¢ 

Mr. Haptick. Those were my words, Mr. Chairman. I thought I 
said “end quote” at the end of “antitrust laws” there. 

Now for a long time the Interstate Oil Compact Commission had a 
committee on economics. I am not certain whether it still has it or 
not. But for its value, I call your attention to the front cover of the 
National Petroleum News of August 20, 1946, showing the workingest 
committee of the Interstate Oil Compact Commission. The photo- 
graph is captioned “Economists Furnish Comprehensive Supply- 

emand to Compact.” Here is what appears before the picture: 

This is the workingest committee I have ever been on. 

That is the way one member of the Interstate Oil Compact Commission’s eco- 
nomics advisory committee described busy meeting schedule of the group in 
preparing its quarterly supply-and-demand report which said cooperation of the 
entire oil industry would be needed to meet demand in some areas. The com- 


mittee met in Great Falls, Mont., all day August 9, 10, and 11, in order to work 
out details and have final report ready for compact meeting August 11-13. 
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Members of the economic advisory committee of the Interstate Oil Compact Com- 
mission are shown here during a brief pause at the long session at which they 
made final revision in their supply and demand. Clockwise around the table: 

John W. Boatwright, Standard of Indiana; J. H. Struth, of Dallas; Courtney 
Brown, Jersey Standard; Oliver Ambrose, Tidewater; Austin Cadle, Standard 
of California ; George Randall, Standard of California; Clarel B. Mapes, Western 
Oil and Gas Association: Richard J. Gonzales, Humble; Joseph Ellender, Texas 
Co.; James V. Brown, National Petroleum Council: A. J. MeIntosh, Socony- 
Vacuum ; Fred Van Covern, American Petroleum Institute; J. M. Sands, Phillips; 
J. H. Salmon, Shell. 


In 1948 the executive secretary of the compact commission in ex- 
plaining the economics committee to a Senate committee said: 


After a number of years we decided we needed the economics and advisory com- 
mittee. You understand that the Independent Petroleum Association, of which 
Mr. Russell Brown, whom you all know, is the head, had been making these esti- 
mates for a long time. The Bureau of Mines had been making these estimates 
for a long time. * * * We selected these men about 3 years ago to assist us, to- 
gether with the Bureau of Mines, together with the American Petroleum Institute 
who had been giving it. We picked what we thought were the best economists 
in the world. They were not selected by the compact commission. I will tell 
you who they were selected by. They were not selected by the oil companies. 
Prior to that time, we had had an advisory body known as the economics advisory 
council. They consisted of Joseph E. Pogue, Chase Bank; Alexander Sachs, and 
Dr. B. DeGolyer. For years they had recommended and met with us from time 
totime. They got together and said, “We think you fellows need,” talking to the 
commission, me, if you want to say it, talked to me first and said, ““We will reach 
a bunch of economists over the United States. We will choose them not from 
the companies.” 


I think he overemphasized “not from the companies” in view of 
the list that I read you. To continue the quote: 


And they picked out the leading economists over the United States. They 
said to me, and here is the background of the committee, “We think this would 
be a good bunch of fellows for you to recommend to take our place and they will 
do you some good. They will really show up whether the Bureau of Mines 
and these other organizations are giving the States the proper form.” 

So we appointed them and they have been making reports to us ever since. 
They are published and put in our statistical bulletins along with the reports 
from the Bureau of Mines, along with the reports from the American Petroleum 
Institute, along with any other reports we can get. 


Now just to refer to one of their reports, January 1, 1949, compact 
comments, published by the Interstate Oil Compact Commission, on 
page 4, says: 


In view of recent developments affecting demand, the economics and advisory 
committee revised downward by 3 percent the demand estimate made in its 
August 31 report for the winter of 1948-49. The committee now anticipates that 
demand during the present winter will be 4 percent higher than a year ago, 
assuming normal weather conditions and continuation of generally good busi- 
ness. The committee also estimates that total petroleum demand for the year 
1949 will be nearly 6 percent more than in 1948. As to supply, the economics 
advisory committee reported, “The supply of all oils, domestic and foreign, 
required to meet the anticipated demand of 6.5 million barrels during the entire 
year of 1949 will be somewhat less than is being supplied in the fourth quarter 
of 1948. The required supply during the first quarter of 1949 is about 190,000 
barrels daily below current levels. The committee has assumed imports to be 
approximately 545,000 barrels daily during 1949. If this quantity of oil is 
received from foreign sources, and if demand and stock changes conform to the 
estimates included herein, domestic production of crude and natural-gas liquids 
should average 5,550,000 barrels daily and 425,000 barrels daily respectively.” 


Mr. Chairman, if a group of companies by themselves sit down and 
lay a pattern of future conduct for the restriction of supply and 
demand they would be definitely in violation of the laws of the land. 
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I think I am proper in saying that I think the avenues of approach 
to avoiding the laws of the land, such as the interstate oil compact, 
and all those other things, should be swept aside, because in that time, 
since the Connally Act was made permanent, we have seen the price 
of oil go from $1 to $2.90 a barrel. 

Now I want to say a few words on imports. I cannot add much 
to your committee’s study with reference to the problem of imports, 
but I can say without domestic proration and its other phony sup- 
ports, all in the name of conservation, the international oil cartel 
could not operate as it has, and for which it is now under scrutiny 
by the Department of Justice. But it seems odd to read in the papers 
that those charged with conservation in this country should set up 
such a furor over imports. 

If there is need to hold back production in this country, then we 
should welcome imports. If production controls are phony and part 
of it is a price-fixing scheme which many of us believe, then the 
domestic production would care for itself and talk of limitation of 
imports would be unnecessary, 

The Wall Street Journal for April 15, 1953, reported that Socony 
Vacuum Oil Co. and the Standard Oil Co. of New Jersey were reduc- 
ing their crude-oil imports into the United States during the second 
quarter of 1953. The article says in part: 

Gen. Ernest O. Thompson, head of the Texas Railroad Commission, the oil 
regulating body, made the announcement yesterday. He said the commission 
had been notified by F. W. Bartlett of Socony Vacuum Oil Co. that Socony will 
cut daily imports by 5,000 barrels for the next 4 months. 

If the committee desires a lead on how imports are limited without 
congressional intervention or sanction, there is a good one. This an- 
nouncement from General Thompson came at a time when Texas 
had cut April allowable production of crude oil some 100,000 barrels 
a day, and had made reductions in each of the previous several months. 
This effort to not only hold back domestic production but to limit im- 
ports should answer for all time any questions as to the purpose of 
proration laws and the inimical legislation that backs them up. The 
only State in the Union that I know of that has a true oil conservation 
statute is California. That State statute prohibits waste and means 
it. But I must hastily correct any impression that proration does 
not exist in California. It does exist, illegally, perhaps, operated 
by a committee of oil producers. 

I want to add a word on pipelines. Control and operation of crude 
oil and product pipelines should be carefully scrutinized by this com- 
mittee. By law, these pipelines are common carriers, yet they are 
operated as plant facilities. In the case of product pipelines, the 
refiners used to ship the product by pipeline and by the jobber or 
other buyer with the rail freight. There were some decisions casting 
doubt on the legality of phantom freight thus charged, so the refiners 
changed their method of billing from a group price plus the freight to 
a net delivered price. They just accomplished the same thing, namely, 
a hidden phantom freight that they do not pay. 

In the Middle West, the refiner-shipper over the product pipelines 
pocket as much as 2 cents per gallon from the pipeline operations. 

Now just a word on depletion. While the subject of taxation does 
not fall within the purview of this committee, I believe that in connec- 
tion with any study of petroleum it should be apprised of the special 
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tax advantages enjoyed by the producers of crude oil. These special 
advantages relate to the 2714 percent depletion allowance and the 
privilege of writing off drilling and development costs as operating 
expenses. First of all, I should like to present a copy of a resolution 
on the subject adopted at the last convention of the National Oil 
Marketers Association, as well as an outline of the history of the 
legislation, granting these subsidies to the crude-oil producers. I 
submit these two documents for the record, Mr. Chairman. 

The Cuarrman. They will be made a part of the record at this point. 

(The data referred to follow :) 


RESOLUTION No, 2—DEPLETION ALLOWANCE 


Whereas the vast expansion of Government expenditures with its attendant 
deficit financing and inflationary peril makes it essential that all business and 
industry bear their fair share of the tax burden and that no portion of an industry 
enjoy a tax advantage that results in injury to another segment of such industry ; 
and 

Whereas the producers of oil and gas and the minerals production industry 
enjoy certain special allowances for depletion over and above a true rate of 
depletion of their capital; and 

Whereas the producers of oil and gas also enjoy the special privilege of writing 
off as expenses of doing business their investments in drilling and development 
of oil fields; and 

Whereas such subsidies and special privileges accorded the oil, gas, and 
mining industries in the Federal income tax laws deprive the Government of 
needed revenue, thereby increasing the tax burden on all the other taxpayers 
including those in the oil industry who are not engaged in production, and giving 
integrated oil companies disproportionate profits from production which are 
available to subsidize their marketing activities: Now, therefore, be it 

Resolwed by the National Oil Marketers Association in meeting assembled at 
Chicago, Ill., this 12th day of November 1952, That: 

1. The Congress of the United States be urged to eliminate the principle of 
“discovery” depletion from the tax laws, as well as all fixed percentage allow- 
ances for depletion (such as the 27% percent depletion allowance for oil and gas) 
and, as to the oil, gas, and mining industries, prescribe that value for the purpose 
of computing true depletion shall be the value of the property as of March 1, 
1913 (if acquired prior thereto), or “cost” if acquired thereafter; and, that the 
depletion allowance be treated as is depreciation under the income tax laws, i. e., 
when the depletion allowance thus authorized equals the capital originally 
invested (or in the case of purchase made prior to March 1, 1913, the fair market 
value as of that date) no further allowance shall be made. 

2. The Congress of the United States be urged to amend the income-tax laws 
so as to require drilling and development costs in the oil and gas industry to be 
capitalized in the same manner as such capital investments are capitalized in 
other industries. 





DEPLETION 


Definition: Deplete means to exhaust, hence depletion is the exhaustion of a 
capital asset. One eminent authority defined depletion as follows: 

“Depletion is that deduction from operating income provided to cover capital 
consumed in the operation of a mine or an oil or gas well, forest, or natural 
deposit.” 

An annual depletion allowance for tax purposes is merely a method of allow- 
ing a credit for that portion of the capital assets that have been removed and 
sold. Annual depletion, like depreciation allowed on other capital equipment 
or properties, is intended primarily to compensate the taxpayer for the exhaus- 
tion and wasting of wealth. 

As in the case of depreciation no one can take issue with the principle of 
depletion since income only is taxable under the Federal income-tax laws, and 
not capital investment. 

The start: When the income-tax law for the Federal Government became effec- 
tive on March 1, 1913, and until the year 1918, the basis for computing deple- 
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tion, as in the case of depreciation, was the “value” as of March 1, 1913, or the 
“cost” if acquired thereafter. 

As late as the year 1916 in legislating with reference to depletion the Con- 
gress of the United States included safeguards against evasion by declaring: 
“That when the allowance authorized * * * shall equal the capital originally 
invested, or, in case of purchase made prior to March 1, 1913, the fair market 
value as of that date, no further allowance shall be made.” 

That should have remained the basis for depletion—a method whereby a tax- 
payer in the natural resource industries avoided paying taxes on capital—deple- 
tion being computed on the value of the property as of March 1, 1913, or the cost, 
if purchased since that time. 

But here is what happened: 

The first error: In 1918 the Congress provided for discovery depletion or dis- 
covery value for purposes of computing depletion. Under this method when an oil 
or gas well was brought in an engineering concept of the amount of oil that 
would be produced was set up on the books and thereafter this became the so- 
called capital subject to depletion. As one eminent authority said: 

“In the allowance of discovery depletion on mines, oil and gas wells the 
increment in value which takes place subsequent to March 1, 1913, by reason of the 
discovery of the mine, oil or gas well, escapes taxation. That is the only case 
under the tax law where increment in value since March 1, 1913, escapes 
taxation.” 

It is this first error of the Congress in providing for “discovery depletion,” 
or a method for the oil and mining industries to escape taxation on increment 
in value which lead 8 years later on to the comedy of errors in the establish- 
ment of percentage depletion. 

In current discussions of percentage depletion today this fundamental error of 
providing for ‘‘discovery depletion” is much overlooked. 

The second error, percentage depletion: In 1926 Congress provided for an 
arbitrary alternative to cost or “discovery depletion” by authorizing an oil or 
gas company to deduct 27% percent from the gross income from any property 
producing oil or gas. This 27% percent depletion allowance or deduction is com- 
puted as a percentage of income from each property without regard to the amount 
of the investment or to the amount of prior depletion deductions. One saving 
condition was attached; namely, in no case may the deduction exceed 50 percent 
of the net income from the property—something that seldom occurs. 

Obviously, over the life of an oil or gas producing property the depletion 
allowance will not only exceed the investment or cost, but it will go on and on and 
even exceed the value on date of discovery. 

In the year 1947 the average of oil companies worth over $100 million claimed 
percentage depletion of more than 13 times actual depletion on an original cost 
basis. To visualize this just suppose you could take the purchase price of a new 
truck and then write that amount off as depreciation 13 times over. 

In the January 1946 issue of Fortune magazine appeared a long article on 
Amerada Petroleum Corp., a crude-oil-producing company. The article stated in 
part: 

“Amerada’s tax situation is a businessman’s dream. The corporation quite 
literally, does not have to pay any Federal income tax if it does not want to. 
This is due to the highly reasonable provisions of the internal-revenue law de- 
signed for producers of crude oil. Amerada pays so little in Federal income taxes 
that it does not even segregate the tux item on its annual reports. In wartime, 
though Amerada’s profits soared, it made no provision for excess-profits taxes, 
and from 1948 to 1944 its normal Federal income tax actually declined. In 1944, 
on a gross of $26 million, a gross profit of $17 million, and a net after all charges 
of $5 million, Amerada’s allowance for its Federal income tax was only $200,000. 

On today’s market this 27% percent depletion allowance amounts to from 60 
to 65 cents for every barrel taken out of the ground. However, major oil company 
representatives have testified before the Congress that while this statutory de- 
pletion allowance of 2714 percent enters into the calculation of their tax the 
general practice in keeping their books is to charge only “cost” depletion. 

An example of 27% pereent depletion: A simple hypothetical example will 
illustrate the problem. 

Assume that a corporation purchases oil land for $500,000 cash; that this 
land is estimated to contain 5 million barrels of oil: and that it will have no 
residual value when all the oil has been taken from it. According to such facts, 
then, on the basis of elementary accounting the cost of each barrel of oil ex- 
tracted, i. e., the unit depletion charge, will be 10 cents per barrel. 
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Next, let it be supposed that 1 million barrels of oil are removed from the 
deposit during the first year of operatien. Then the depletion cost for such first 
year, according to accounting, will be $100,000. If the expenses exclusive of 
depletion, but including depreciation total $250,000 and if sales of oil amounted 
to $1,250,000 the net income will be $900,000. 

Despite what seems to be the obvious and equitable basis as outlined above 
the income-tax law through the 27% percent depletion allowance to oil and gas 
companies gives an arbitrary and unusual twist to oil company accounting. 

Using the 27% percent depletion allowance to the same set of facts above set 
forth we find that instead of $100,000 depletion by normal aceounting methods the 
company would have the sum of $343,750 as a depletion deduction—more than 3 
times as great. Hence, for tax purposes the company using the 2714 percent de- 
pletion allowance would have net income for tax purposes of $656,250 instead 
of $900,000 under normal accounting procedures. 

Transition from discovery depletion to percentage depletion: It has been said 
that the Treasury Department under Andrew Mellon in the twenties found the 
administration of the 1918 error of “‘discovery depletion” too cumbersome and 
difficult to administer in working out the estimates, etc. Hence, the change in 
1926 to a straight 27% percent deduction from income for purposes of a depletion 
allowance. 

The errors criticized : In 1933 the Acting Secretary of the Treasury aimed this 
criticism at the percentage depletion allowance: 

“Our experience shows that the percentage depletion rates set up in the law do 
not represent reasonable depletion rates in the case of the designated properties, 
but are much higher than the true depletion to which the taxpayer is fairly 
entitled. Moreover, these provisions enable a taxpayer to obtain annual deple- 
tion deductions, notwithstanding the fact that he has already recovered the full 
cost of the property. The deductoin is, therefore, a pure subsidy to a special class 
of taxpayers. For this reason the Treasury recommends that these provisions be 
eliminated, in order to put all taxpayers upon the same footing.” 

Treasury Department continues to criticize percentage depletion: The Treas- 
ury Department since 1933 has repeatedly urged the Congress to either remove 
or reduce the percentage depletion allowance. When Henry Morgenthau, Jr., 
was Secretary of the Treasury, in 1942 he stated to the Ways and Means Com- 
mittee: 

“Percentage depletion: A second example of special privilege is the allowance 
for depletion. At the present time the owners of mines and oil wells are allowed 
to deduct so-called percentage depletion or cost depletion, whichever is higher. 
Percentage depletion consists of a certain percentage of gross income (27% 
percent in the case of persons having an economic interest in oil and gas proper- 
ties), the deduction being limited to 50 percent of the net income from the prop- 
erty. Under this arrangement percentage depletion goes on even after 100 per- 
cent of the cost is recovered and may substantially exceed depletion based on 
cost. 

“In 1987 the President and the Treasury recommended the elimination of 
percentage depletion, but no action was then taken. The war has intensified the 
necessity for eliminating any such special favor to one group of taxpayers. The 
removal of this special privilege would yield $80 million a year. 

“One of the reasons asserted in behalf of percentage depletion for oil and gas 
properties is that it stimulates exploration for such properties. If this is a 
proper objective it would be better achieved by a special depletion allowance to 
those who do explore without indiscriminate extension of the same favor to all 
owners. At the convenience of the committee, we shall place before it a plan 
directed to this purpose. 

“So far as minerals, other than oil and gas are concerned, it is believed that 
an adequate stimulus for exploration would remain if the percentage allowance 
for depletion purposes were substantially reduced or percentage depletion were 
eliminated.” 

In 1951 Secretary of the Treasury John W. Snyder in recommending a re- 
duction in the depletion allowance for oil and gas from 27%4 percent to 15 per- 
cent, stated: 

“Fully as important as improved enforcement is the need for improving the 
tax structure in those areas which enable favored taxpayers to escape their fair 
share of the burden. 

“One of the major structural defects is percentage depletion available to oil 
and mineral producers. This is costing the Government and, therefore, tax- 
payers in general, hundreds of millions of dollars each year. 
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“Under the percentage depletion provisions, owners of mines and oil wells 
are allowed to deduct a specified percentage of their gross income without re- 
gard to the capital cost of the property. These arbitrary rates of deduction 
range as high as 27% percent of gross income in the case of oil and may amount 
to 50 percent of the net income. Unlike other capital-recovery allowances, per- 
centage depletion continues to be deductible even after 100 percent of the in- 
vestment has been recovered tax free. Thus total deductions may eventually 
amount to many times the taxpayer's actual investment.” 

Other taxpayers criticism of percentage depletion: A few of the organized 
farm and labor groups have criticized the depletion allowance but the public 
generally perhaps knows little, if anything, about it. One group stated: 

“Depletion allowances should not be excessive as they are for certain products 
such as petroleum. Depletion allowances should bear a reasonable relationship 
to investment costs and to the probable life of the producing resource and 
generally should not be in excess of the standard set by these.” 

Another group commented : 

“One of the greatest needs in tax revision is to plug loopholes through which 
large financial interests are getting billions of dollars in tax advantages. The 
tax law passed by the Sist Congress is, to a considerable extent, a special 
interest law handing billions over to to favored corporations. 

“The depletion allowance provisions which allow oil companies up to 50 
percent of their net income for depletion of their crude oil reserves is nothing 
more nor less than a gigantic subsidy to an already overly wealthy and highly 
concentrated industry. 

“If the principle of the oil-depletion allowance is to be used at all, then 
farmers should be given equally handsome depletion allowance on their land; 
workers should be given a liberal depletion allowance on the basis of their 
age, for bodies also wear out—it should be spread on an equitable basis clear 
across the list of taxpayers. It is our opinion that the depletion allowance 
should be put on a realistic basis, and not be based on a mythical figure con- 
jured up by lobbyists for the special interest involved.” 

No end to demands for extension: The oil companies haven’t sought added 
relief for their stockholders as yet but no doubt it will not be long before they 
adopt the reasoning of the American Mining Congress that says: 

“In the case of the mining company a reasonable depletion allowance is 
made (either on the percentage or the unit basis) for the exhaustion of its 
principal capital asset—the mineral in the ground; and a similar allowance 
should be made to the stockholder to represent the exhaustion of his interest 
in the mining property. Otherwise the stockholder is being taxed upon what 
is in reality merely a return to him of his capital. 

“Accordingly, distributions to mining stockholders should be considered to 
represent depletion—and hence be nontaxable to the stockholders—to the same 
extent that depletion is allowed against income to the corporation.” 

The oil companies argument for present 2744-percent depletion: Principal 
argument for depletion allowance is that it provides the “incentive” to risk 
taking, and the operator with the incentive to rerisk his income in finding 
more oil. 

Sidney Swensrud, president of Gulf Oil Corp., told the House Ways and 
Means Committee : 

“The essential requirement of discovery is capital—a continuous and enormous 
stream of it—-available to those who have the necessary combination of know- 
how and willingness to take risks. That is why the depletion allowance has 
been such an excellent handmaiden of discovery. Its effect has been to help 
provide not only capital but the necessary stimulus to encourage producers to 
keep reentering the business as the old wells decline. * * * 

“We have learned from experience that the 27%4-percent depletion provisions, 
working in conjunction with the right to deduct intangible drilling costs as 
current expense, has been the strong incentive which was constantly needed.” 

But most spokesmen on the subject of depletion do not go into such detail. 
They gloss over the depletion allowance as if it were merely a recovery of 
capital. At ceremonies before the American Petroleum Institute meeting in 
Chicago in November 1951 honoring Ernest O. Thompson of the Texas Railroad 
Commission, Mr. Thompson said: 

“Depletion is the recognition that every time you take out a hundred barrels 
of oil there is just that much less oil (capital) in your reserve under .the 
ground. 
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“If the people generally knew these facts, there would be no effort made 
to change the law; I mean there would be no successful effort possible in the 
face of an informed electorate.” 

If one takes the words to mean approval of the present 2744-percent deple- 
tion rate for petroleum then Mr. Thompson failed to spell it out properly. If 
Mr. Thompson means recovery of capital tax-free, that is another thing. No 
one can quarrel with a system of permitting a return of capital tax-free in 
resource industries. It is quite another thing to keep returning the capital 
over and over again tax-free. As one of the experts said years ago: 

“This is the only case under the income-tax law where increment in value 
since March 1, 1913, escapes taxation” 

More resource industries given percentage depletion: In the 1951 act instead 
of reducing depletion rates the Congress raised many of the minerals and added 
numerous others to the list entitled to from 5 percent to 15 percent depletion 
allowance. The gravy train has added more friends and any attempt to remove 
percentage depletion must come from the people. One largess begets another. 
The coal people, in urging a rise from 5 percent to 15 percent for coal, pointed 
out: 

“Why should coal receive only 5 percent when the next lowest rate is 15 
percent and oil and natural gas, coal’s principal competitors, receive 2744 percent? 
This inequity was harsh under the old lower rates. It will be particularly 
severe under the new proposed much higher rates.” 

So, coal mines in the Revenue Act of 1951 had their depletion allowance raised 
from 5 percent to 10 percent and a whole new set of so-called minerals from 
slate to brine wells were taken in for 5 percent depletion. 

The remedy: If there is not a remedy soon the oil, gas, and mineral industries 
will pay less and less taxes and the rest of industry larger taxes. A sound tax 
system should not permit one segment of business to ride roughshod over others. 

The remedy is not simply a reduction in the amount of percentage depletion 
from 27% percent down to 15 percent, but a revocation of the percentage de- 
pletion allowance entirely, elimination of the “discovery depletion” rule that 
prevailed before 1926 and a return to the law as it first existed under income- 
tax procedure whereby depletion is based on value as of March 1, 1913, or cost, 
and elimination of any depletion allowance after recovery of full value as of 
March 1, 1913, or of full cost if acquired after that date. 


DRILLING AND DEVELOPMENT Costs AS EXPENSE 


The problem: Under Treasury Department regulations, later approved by 
the Congress, drillers of oil and gas wells have the option to deduct, as an expense, 
intangible drilling and development costs. 

This twin of the crude oil producing tax evasion scheme was described by 
Secretary of the Treasury John W. Snyder before the House Ways and Means 
Committee in 1951 as follows: 

“In addition to the highly favorable depletion allowances, oil producers can 
immediately deduct for tax purposes a substantial part of their outlays for 
drilling and development. The amounts of capital investment thus written off 
at the outset have no effect on the future percentage depletion deductions. This 
results in a double deduction with respect to the same capital investment. 
The combined impact of percentage depletion and the privilege of deducting drill- 
ing and development costs as a current expense is to wipe out the tax liability 
on incomes running into millions of dollars.” 

The start was illegal: Beginning in 1918 the Treasury Department, by reg- 
ulation, provided that “intangible development” costs could be deducted as an 
expense provided an oil producer made a hinding election to do so consistently. 

This regulation remained unchallenged until in 1945 when the Fifth Circuit 
Court of Appeals held invalid the said regulation. The Tax Court on March 5, 
1945, held that the Treasury regulations insofar as they purported to give tax- 
payers the option to treat drilling and development costs as an expense was 
eontrary to law and that the amounts expended should be charged to capital. 

Legalized by Congress: Promptly thereafter the Congress (79th 1st) brought 
in and enacted House Concurrent Resolution 50 legalizing the procedure. The 
text of the resolution is as follows: 

“Resolved by the House of Representatives (the Senate concurring), That: in 
the public interest the Congress hereby declares that by the reenactment, in the 
various revenue acts beginning with the Revenue Act of 1918, of the provisions of 
section 23 of the Internal Revenue Code and of the corresponding sections of 
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prior revenue acts allowing a deduction for ordinary and necessary business 
expenses, and by the enactment of the provisions of sections 711 (b) (1) of the 
Internal Revenue Code relating to the deduction for intangible drilling and 
development costs in the case of oil and gas wells, the Congress has recognized 
and approved the provisions of section 29.23 (m) (16) of Treasury regulations 
111 and the corresponding provisions of prior Treasury regulations granting the 
option to deduct as expense such intangible drilling and development costs.” 

Explaining the purposes of the resolution was House Report No. 761, 79th 
Congress, Ist session, wherein it is stated: 

“The purpose of the resolution is to remove any doubt as to the validity of 
Treasury regulations giving to the taxpayer the option to either capitalize or 
charge to expense intangible drilling and development costs in the case of oil 
and gas wells. These regulations have been in effect for more than 28 years, 
and the Congress has continued, in successive revenue acts adopted since that 
time, the basic statutory provisions from which such regulations are derived. 
Furthermore, in section 711 (b) (1) (H) of the Second Revenue Act of 1940, 
relating to the excess-profits tax, the validity of the regulation was expressly 
recognized by statute. Section 711 (b) (1) (H) of the Internal Revenue Code 
specifically provides for an adjustment to the net income of the base-period years 
where the taxpayers’ deduction for intangible drilling and development costs 
had been abnormal or disproportionate during those years. The Treasury De- 
partment in 1942 recognizing that the interpretation of the statute by the regu- 
lations had become a part of the statute, recommended in the revenue bill of 
1942 that the expensing of development costs be eliminated from the statute 
for 1942 and subsequent years. Congress was unwilling to adopt this recom- 
mendation of the Treasury and expressed its desire to continue the regulation in 
effect.” 

Other industries: The oil industry is the only industry that enjoys this par- 
ticular type of tax avoidance. The American Mining Congress companies of the 
failure to permit operators of mines to deduct development costs, saying: 

“At present the Treasury requires that all development costs unti! a mine 
reaches the production stage be treated as capital expenditures which may only 
be recovered through the depletion allowance. Such preproduction development 
costs, even though subsequent to discovery, may not be charged off as operating 
expense.” 

Mr. Hapiicx. That completes my statement, sir. 

The CuarrMan. Any questions, gentlemen ? 

Mr. Hesetron. Mr. Chairman? 

The CuarrmMan. Mr. Heselton. 

Mr. Hesetron. First, 1 want to compliment you on a very compre- 
hensive and interesting and I believe a very useful statement to this 
committee in a troublesome field. I have no doubt but that you are 
aware of the report which was filed by the minority of this committee 
on August 14, 1951, when the interstate oil compact was further ex- 
tended to September of 1953. That, however, addressed itself in a 
limited way to the problem you _ before us and simply would have 
called upon the Department of Justice to review carefully the opera- 
tion of the commission in terms of the provisions of article 5. 

I just want to read two portions of that, and have your comment 
on it: 

However, we wish to point out that within the compact itself, article 5 gives 
clear recognition to the possibility of actions quite beyond that purpose— 
That is, the prevention of physical waste— 


which could be both in violation of existing law and most detrimental to the 
domestic consuming public and the national security. 


The text of that article is as follows: 


It is not the purpose of this compact to authorize the States joining to limit 
the production of oil or gas for the purposes of stabilizing or fixing the price 
thereof, or create or perpetuate monopoly or to promote regimentation, but it is 
limited to the purpose of conserving oil and gas and preventing the avoidable 
waste thereof within reasonable limitations. 
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We were not successful in obtaining the adoption of that amend- 
ment. However, is it your opinion that the Department of Justice 
might very well interest itself in the operation of the compact and, 
for that matter, because it underlies the operation of the compact, the 
operation of the various State commissions in setting up these 
allowables ¢ 

Mr. Haprickx. Yes; I was rather surprised that the Department 
of Justice seemed to have a very little interest in investigating the 
operation of the compact. I have mentioned it down there off and 
on for 15 years. All you have to do is pick up a trade journal and 
see what happens at the compact meetings. They are run in the 
background by the major oil companies and their representatives. 

Mr. Heseiron. In fairness to the present Department of Justice, 
I think you will probably agree with me that they have not had an 
opportunity to go into this thing yet to the degree they might well 
want to. 

Mr. Hapuick. I agree with you thoroughly. 

Mr. Hesevron. The previous Department representatives who have 
been up before this committee indicate a surprising lack of interest 
which lead, I am sure, to the filing of that minority report. I do 
not see how anybody who watches “the operations of the setting up 
of these allowables and sees where they are placed and determined 
with reference to the estimated demands that are furnished by the 
oil industry to the State commissions, can help but realize that the 
action taken definitely does have an effect on price. 

If I recall correctly, before the Senate committee that you were 
working with, the secretar y of the compact commission, and I believe 
he is still secretary, made the flatfooted statement that there was no 
question, when you limited production, you affected price. There 
cannot be anything else but that. 

Mr. Hapuick. That is right. 

Mr. Hesetron. In terms of this particular problem that is facing 
us, I have before me the 5-year consolidated statement of the Phillips 
Petroleum Co., which was the company that led off, as I understand, 
by announcing a 25-cent increase in the price of crude. I find that 
in 1948 the net income per share was $6.01. In 1949 it dropped to 
$3.68. In 1950. it increased to $4.24. In 1951 it increased to $5.11, 
and in 1952 to $5.17, which indicates a very healthy and prosperous 
coneern. Of course, we are all glad that is true. “However, if you 
turn to the common shares, the common “> ‘k outstanding, that runs 
in 1948 from $12,093,834 to 1952 with $14,563,903. So the average 
earnings per share does not truly reflect th prosperous condition of 
the company. We frequently heard in this committee a number of 
reasons assigned for these previous price increases. No. 1 is that 
it has been said—and I think you referred to it—the tanker situation 
was serious. The rates were high and, therefore, in getting the prod- 
uct up the east coast they were forced to increase the cost. You 
intimated and I think it is true, and if you have any exact informa- 
tion I would like to have it in the record, that the tanker situation 
has eased considerably, and that there had been quite a drop in the 
rates in recent months. Is that true? 

Mr. Hapticx. I understand, yes. I understand tanker rates are 
today the lowest they have been since the war. At one time they 
were what they called 200 percent. over Maritime Commission charter 
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rates, and now they are down to Maritime Commission charter or 
below. 

Mr. Hesevron. Another thing that has been frequently urged as a 
reason for a possible increase in price to the consumer has been that 
it would encourage drilling. Asa matter of fact, the figures that I 
have seen not only as to actual drilling but as to prospective drilling 
indicates that a very substantial amount of drilling is being done and 
will be done, and that those estimates were furnished before this price 
increase was announced. Do you know whether that is true? 

Mr. Hapticx. I believe that to be true, although, Mr. Heselton, I 
am not fundamentally a man to follow production matters, I think 
the statistics would bear it out. The thing that is always anomalous 
to me is that the wells in this country have to be held back to 21 days or 
a certain amount of production per day, and either the oil reservoirs 
or something in the rest of the world is not quite the same so they can 
just open the well and produce all they want. There is a phony 
somewhere. 

As I tried to picture, the international cartel, which was all written 
up by the Federal Trade, at least they told part of the story, could 
not function right until they got proration working in this country, 
and they got it working in this country, except Galitornia. They 


could never get the law through there, so they said to the devil with the 
antitrust laws. They so testified in open committee hearings. 
Mr. Hesgvron. Incidentally, California is not a member of the 
compact commission. 
r. Hapuicx. That is right. But they testified in open committee 
that this committee of producers set the allowables. Of course, any- 


one outside can produce more, but then no one will buy his crude. 
You see, they have their penalties. But at the same time, from a true 
conservation standpoint, when you produce a well in California you 
take care of the gas into commercial lines or recycle it back into the 
ground or the attorney general will close your well. That is quite 
contrary to the flaring of gas in Texas as all of you gentlemen have 
witnessed. They have made some strides down there, I think, in cut- 
ting out the flaring of gas. But that is your big economic waste from 
the production-of-oil standpoint. If a man recycles the gas back into 
the well, it is nobody’s business how much oil he takes out of that well, 
and it will not make any difference in a hundred years or 10 months, 
You will get just as much oil because you will use the same pressure. 

Mr. Hesexron. In following developments in the press and par- 
ticularly in the New York Journal of Commerce, I have noted that 
there is a strong indication that the industry as a whole was taken by 
surprise by the Phillips action, I have before me a column appearing 
in the June 23 edition. After discussing the supply situation, empha- 
sizing that it was well up, and I believe today there is an indication 
of confirmation of that fact, in all of the products it quotes an un- 
named major company official in its conclusion this way : 

Anyway you slice it, the industry is overproducing itself and will be heading 
for price trouble if it keeps this up. 

This all leads me to want to know whether or not the actual excel- 
lent supply position has not motivated someone, somewhere, along 
the line, to initiate these steps in order to, shall we saw rectify it, in 
order that there will appear to be a warranty for additional increases 
over and above what we have now. Or do you think that is likely? 
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Mr. Hapuick. Well, let me answer it this way: I don’t think you 
have seen an end to your increases because of the foundation that 
has been laid for them. All the integrated companies have to do 
is to go down to Texas and place their nominations at less than 
they have been and Texas will reduce its allowables. 

ut to get back to your question. Just before the rises on the 
east coast, as I said in my statement, the market was generally known 
to be what we call sloppy, meaning a smart buyer could buy under 
the market. Many a fuel oil dealer on the east coast was debating, 
“Should I put in a iy of fuel oil now or should I wait?” Most 
of them were saying, “Well, there are such big stocks. There are 
some 80 million barrels of No. 2 fuel oil in storage as against 60 
million last year, about 20 million barrels more. Why should we 
stock up now? Why should we be in a hurry? Tanker rates are 
down.” 

Mr. Heseitron. We have had some unfortunate, uncomfortable, 
rather close experiences in the northeast section of the country, which 
after all does not have any oil wells, and is at the end of the run, so to 
speak. But in the past the emphasis at this time of the year on the 
part of most companies has been to induce people who have storage 
capacity, even household storage capacity, to buy and to offer them 
inducements in terms of price reductions. This year, for some reason 
that I hope will be made clear by some one before we get through with 
these hearings, they reversed the process and apparently if not con- 
sciously, unconsciously are lending themselves to the possibility of a 
shortage in the Northeast next winter. 

That, I think, must be taken into consideration by this committee as 
well as by the companies. I feel this way, that the questions the chair- 
man asked this morning, are so vitally important, and so very signifi- 
cant, that I hope very much that these companies, which I understand 
will be coming in here next week, will prepare exact and definite 
answers to every one of those questions that have been asked. 

I think they need to be answered and that the public is entitled to 
the information. 

I have a series of questions which perhaps should be addressed to 
them. But since you have testified in such an important way in con- 
nection with this overall program, I would like to ask them of you. If 
you care to consider them further and file the answers, that would be 
quite all right. What is the relation in your opinion of crude oil 
prices to gasoline prices? 

Mr. Hapticx. Well, there is a normal relationship. About a cent 
a —- for gasoline for every 25 cents a barrel rise in crude. 

r. Hesetton. Are gasoline price changes made automatically so 
far as you know when crude price changes are announced by crude 
suppliers? 

Mr. Hapurck. May I have that again, Mr. Heselton ? 

Mr. Herserron. So far as you know, are gasoline prices made auto- 
matically when crude price changes are made by crude suppliers? 

Mr. Hanes Yes. If more than one raises the price of crude 
they come automatically. I have a story I would tell you on that, 
if you would allow me. I am often asked who raises the price and who 
runs the oil industry. About 25 years ago I was on duty with the 
4th Cavalry out in Fort Meade, S. Dak. They came up with a demon- 
stration of mountain artillery from Fort Robinson. I don’t know 
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if you have seen it but it is a sight to behold, each battery with its 
75 jackasses wandering over the countryside. All you do is tinkle 
the bell on the white bell-mare and down they come. That is how it 
is in the oil industry. We have our bell-mare in the oil industry. 

Mr. Hrsevron. The next question I wanted to ask is, is there a fixed 
relationship between adjustments in crude and gasoline ! 

Mr. Hapuicx. I don’t know that there is a fixed. The nearest I 
could say is on my 30 years hanging around the oil industry about a 
cent a gallon in gasoline on every 25- ‘cent rise in crude. That has been 
historical. You see, that thing ‘hari Mr. Heselton. For instance, 
in the old days, home heating oil was delivered for 7 or 8 cents. That 
meant at the refinery it was 2 cents or something like that. Some 
people even in the fuel-oil distribution end now feel that the big com- 
panies are saying now the home heating oil has to carry its full share 
of the return on the crude oil. But. the gasoline never comes down. 
You see, both of them always go up. 

Mr. Heseiron. What relationship is there between tank-car quan- 
tity prices and dealer and service-station prices? 

Mr. Hapuicx. Well, normally dealers work on a 4-cent margin. A 
jobber works on 21% cents. A tank-car price, roughly, would be 614 
cents under retail price. That is normal. There are some two and 
three-quarters cents margins, some flat two and two and a quarter, 
Those margins, incidentally, for dealers and jobbers have not fluc- 
tuated much in 15.or 18 years. 

Mr. Heseuron. You speak of the integrated companies, As I recall 
it, that constitutes about 30 of the major suppliers in the country ? 

Mr. Hapuick. Yes. Actually, about 17 to 20 are the bigger ones. 
There are a number like Ashland Oil & Refining who are integrated 
yet not dominant, except perhaps right around their own refinery. 

Mr. Hesevron. In your experience is it your opinion that historically 
some one of the companies had to take the role of the bellwether and 
announce an increase, however popular or unpopular it turned out 
to be, and once that has been tested in the market place, and if there 
is no great outcry in the public opinion, if there is no demand for 
any explanation, the rest of them can follow in line and do follow in 
line without too much of a delay ? 

Mr. Haptick. That is right. 

Mr. Hesevron. Do you know whether any of these companies use 
a formula for determining their price structure! 

Mr. Haprick. I have heard it testified. Mr. Marshall of the Stand- 
ard of Indiana in the Madison oil case gave long pages of testimony 
of how they arrived at their pricing of gasoline. You see, it changed 
over the years. There was a time in the old days when the Rockefeller 
interests controlled oil only through the refinery. They didn’t want. 
to have anything to do with the owning of oil lands. Then up to about 
1925, for instance, the Standard of Indiana was predominantly a 
crude buyer. In other words, they bought more than 50 percent of 
the crude they produced, So they fixed their price on cost of crude. 
and when crude was selling under the market, Standard of Indiana 
wound up with a very high retail price which put the governor of 
South Dakota into the oil business to bring down prices. As time 
went on they have purchased crude oil properties and today they are 
predominantly producers. So I don’t know how they compute their 
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prices. They will all give you a formula if you will ask them for 
it, but if you ‘understand it, I wish you would tell me. 

"Mr. Hesetron. In connection with the resolution adopted by your 
association, on the 12th of November, last year, in the first part. of 
that you state your belief in the free enterprise system under which 
our country has been built, and favor the return of Government to 
the principles of Founding Fathers by enacting only such laws as 
set the rules of conduct for. all and repeal of such laws as place Gov- 
ernment in the position of “owning,” “controling” or attempting to 
“plan” or “manage” business; and I would say you would find very 
few people in this C ‘ongress who would disagree with you on that. 

The thing that has “caused me to do a little w ondering while you 
have been testifying is the second whereas. Whereas existing laws. 
decrees, orders, and activities of the Federal and State Governments 
in planning, controlling, and limiting the production of petroleum 
have resulted in the monopoly of such industry by a small group of 
integrated oil companies; have failed to protect the consumer from 
inordinately high prices; have eliminated a free and competitive mar- 
ket in the purchase and sale of petroleum products; have seriously 
injured thousands of nonintegrated units in the petroleum industry, 
and thus. threatens even further Government control of the oil 
industry. 

Then, of course, you go on with your recommendations about the 
repeal of the Connally Hot Oil Act, the State proration laws, and 
the congressional approval of the interstate oil compact. Those are 
pretty specific, pointed, and definite charges. If all of those things 
had happened, and I am not prepared to say whether they have or 
have not hampered, but I suggest to you and to your association that 
there is a difference between control in the sense of operation of the 
oil industry, Government operation or ownership, or what have you, 
and supervision of an industry that has brought about the conditions 
that your association has suggested now exist. I have in mind that 
on February 16, 1948, I introduced H. R. 5392 in the 80th Congress, 
which would create a national petroleum commission. That did not 
receive a very warm reception on the part of the responsible people 
in industry. 

But I am not at all sure that such legislation might not well be before 
this committee. 1 would like your comments. 

Mr. Hapuick. Well, I want to state in reference to answering your 
question, Mr. Heselton, that I am for the capitalistic system in this 
country. In reading those company’s profits, I have nothing against 
them making profits. But I want them to compete. My people are 
competing with 1 hand tied behind them. Between here and the 
coast of Maine you cannot buy products from outside of 9 companies 
if they will sell you. There is no such thing as a market to 
buy petroleum products, unless you buy from the big companies that 
control this market. I do not know. I have often made the statement, 
and maybe I am wrong, that if an independent tanker of fuel oil got 
above Long Island, I think it would be sunk some ¥ ray. 

No one in the oil business really goes out broke. They are too clever 
for that. Nobody is actually sold out at a bankruptcy sale. It is done 
through extended credit and taking them over. In the Wherry hear- 
ings we asked the companies for a couple of years for lists of their 
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acquisitions. They even had objection to iting it in the record be- 
cause it took up so much room. Sfinirere and hundreds of jobbers 
are being taken over every year. The competition just doesn’t exist in 
which a jobber buys his supplies. 

Mr. Hesexron. Of course, there have been, from time to time, sug- 
gestions made, and I am sure in all seriousness, that a remedy would 
consist in divorcement, and that perhaps the pattern has become so 
rigid that there is just not any opportunity for what you like to think 
of, and all of us like to think of as a free competitive system in the 
production, gathering, processing, .and distribution of petroleum 
products. 

Mr. Hapuicx. Mr. Heselton, these words, I think, will be prophetic : 
If the present controls continue, some smart politician—it isn’t going 
to be me, because I don’t believe in the principle of it—some smart 
politician is going to take this one step further, and say, “Listen, we 
are going to protect the consumer and we are going to have a national 
petroleum commission that will regulate it.” Then oil becomes a 
utility. I hope that day never arrives. 

Mr. Heseuron. Well, the very least I can say at this stage is that I 
have heard sufficiently from New England as to the consumer reaction 
to this particular price increase, and particularly in heating fuels at 
this time of the year in complete reversal of their traditional position, 
and in terms of the very high price on gasoline when New England 
has a substantial interest in the rest of the people of the country com- 
ing up there during the summer season. It has already started a reac- 
tion that may very well bring demands from consumer interests. I 
might say that a complaint was lodged this week by a responsible 
organization, the American Automobile Association. They are not 
running off advocating socialism. But I think a very, very bad piece 
of public relations is underneath this particular price increase. The 
public has not been told why, and apparently unless this committee, 
through the wisdom and foresight of the chairman, had set up these 
hearings, they would not likely be told why, nor would anything likely 
be done about it. 

Mr. Haptiicx. I just want to comment on one thing, Mr. Heselton, 
on the summer fill-up of fuel oil. A lot of our people up in your area 
have large storage, but the big companies say “All right, you fill that 
storage now or you do not get any fuel oil next year.” But even if they 
set a half cent less than next year’s prices, you cannot carry fuel oil 
with your bank credit and losses, you can’t carry it from now until 
November for one-half cent per gallon. But they force them. The 
jobber has no alternative. Either he takes cargo now for every cargo 
he es next winter or else. The second thing I can point out is this: 

p in the Connecticut Valley up there 2 or 3 years ago, maybe 4 years 
ago, they started a price war on gasoline. They sold gasoline at ridicu- 
lous prices. Shell was picked up to take certain stations, American to 
take certain others, oat they have cleaned out the competition in that 
valley. You could not get the Justice Department to touch it with 
a 10-foot pole. 

The Cuarrman. Mr. Beamer? 

Mr. Beamer. I thought you very nicely brought in the point of view 
of the consumer. I would like to ask you 1 or 2 questions that per- 
tain to the consumer. Would you suggest or state that perhaps 
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en production would give the consumer a cheaper petroleum 
product : 
Mr. Hapiicx. Yes, undoubtedly. We have a million barrels held in 


ten, 
Mr. Beamer. What would that then do to the total oil reserves. 
ee in time of emergency? Does that concern you? 

Mr. Hapricx. Yes, I am concerned. I am concerned with true 
conservation. I am concerned with cutting out the flaring of gas, 
period. If you do that, then you have made a start on conservation. 
This talk about bottom hole pressure and all of that stuff, they use 
East Texas as a good example. East Texas is a salt-water-driven 
field. The rest of them are gas. I can go back to 1927. I had one 
of those old reports, when the reserves of this country were something 
Jike 10 or 11 billion barrels and in the 10 years we would be out of 
petroleum. Today the reserves are 33 billion and that does not include 
the gases and condensates. No one knows what is in the oilfields of 
North Dakota and southern Saskatchewan. The oilfield in this coun- 
try runs from the North Pole to the Andes Mountains, under the 
Gulf of Mexico, it is all there somewhere. All of this talk of con- 
servation, you don’t hear anything about it in Kuwiat, or any of these 
other places. They just produce oil. If you will produce under true 
conservation, I say either don’t produce at all or take care of that 
gas, either in commercial channels or recycling. 

Then they have the true conservation principle. Let price be the 
equator, as Dr. Pogue likes to say. 

Mr. Beamer. There is another important point: I was wondering 
also whether or not a free-trade program that would permit more 
crude, residual, or refined oils to come into this country, would that 
result, do you think, in cheaper prices to the consumer ? 

Mr. Hapricx. There is no such thing as free trade in international 
oil. There are seven companies that control it. They say take it in 
or not, according to what they want. Do you mean if we had free 
trade? 

Mr. Beamer. Yes. Let me explain free trade. I mean without any 
tariffs, true reciprocity. 

Mr. Hapticx. On one condition. If after operating true conser- 
vation here, the defense people, the true defense people, not the stooges 
they send in but the true national defense, required that we have a 
certain reserve of not just necessarily reserve in the ground but reserve 
potential, then I would say it wouldn’t make any difference, because 
price would take care of the world market. On the other hand, if 
we are going to go the way we are now, and we are going to kid our- 
selves that we have conservation, then the only answer then is to bring 
in all you can, because it only follows logically they are saying they 
are holding this for national defense, and they are holding this to 
protect our reserves. Then bring in all you can. 

Mr. Beamer. I was going to use the Pocahontas fields in West 
Virginia as an example. There are miles of coal cars there, and 
they now are blaming the dumping of residual oils from foreign coun- 
tries. I am wondering if all of these problems tie together in some 
fashion or are they planning an excuse. 

Mr. Hapiick. They tie in. But let me say, Mr. Congressman, the 
coal industry forgot about progress. I shoveled coal in my house 
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even though I was working, for the, oil industry for many, many 
years, even up to 8 years ago. But I got very tired of ashes and 
dust. Now they are coming out with improved,furnaces.. .They..have 
to develop their own fields. They have the opportunity, with this 
new diesel, of developing a powdered coal that» will drive the ‘oil 
industry out of the diesel supply business, They have to do some 
research. The coal industry just sat down and did nothing all of 
these years, and I think you will have to agree with me... They 
figured it was a reesrve there that the people would buy at any time. 
The average person, they are not looking for oil today, they are looking 
for gas in their homes, 

Mr. Bramer. I was not holding a brief for any industry. I merely 
was reporting conditions that we have had reported to us quite often 
in the Congress. 

I think that is all, Mr, Chairman. 

The Cuarrman. Mr. Springer? 

Mr. Sprineur. I would like to ask you again this question: Do you 
represent the marketers ? 

Mr. Hapuicx. Oil jobbers, yes, sir; National Oil Marketers Asso- 
ciation. 

Mr. Sprincer. That is the independent people who buy oil, as 
you have said, from the large companies? 

Mr. Haprick. Well, I would say that probably 90 percent of them 
buy from the large companies. We have a few in the Middle West 
who can still get a little supply from independent suppliers. Here in 
Northeast everyone has to buy from the big companies. 

Mr. Sprincer. Earlier here this morning, in the first.part of your 
testimony, you went into the question of profits of many of these com- 
panies in which you set up, for instance, in one that) I have here, in 
1940 their profits were 33, and 1948 or 1950 they were 144. That is 
one way of setting it up, but I always thought you set up what your 
earnings were against what your investment was. You might have 
earned $200 million, but if their expansion of their industry was suf- 
ficient to justify the kind of an earning they made, there would be 
nothing wrong in earning that much money, would there? 

Mr. Hapiicx. Mr. Springer, I would agree with you that what I 
gave was only the surface. I don’t have the staff todo the work. That 
should be worked out, I would say, completely on, investment. and 
sales. I gave one example. I happened to find it quickly. The So- 
cony-Vacuum tripled their sales but quadrupled their profits. Actu- 
ally, they probably plowed a great deal of this consumer profit. that 
they made back into their plant facilities. Undoubtedly they have. 
They have also been the recipients of many certificates of rapid amor- 
tization of new plants and facilities. 

Mr. Srrrncer. I did want to be sure we were not misled by this 
record, because this record is being made, and I think there are prob- 
ably a lot of people who will read it and come to certain conelusions. 
I did not want anyone to come to a conclusion without actually having 
all the facts in the record with reference to the size of the company, 
their earnings over a period of time, what their depreciation was. 
And also I think you do it on the earnings based upon what your 
accrual is, don’t you, over a period of years? That is, your profit is 
expended in value. Isn’t that a consideration to be taken? 

You pay taxes on that accrual. 
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Mr. Hapuicx. In the integrated companies, you have a. little dif- 
ferent situation, A barrel of crude comes out of the ground, 2714 
percent of that is your depreciation. That is free. That doesn’t 
make any difference whether you figure it in barrels or dollars. If 
the crude is a dollar a barrel, 2044 2 cents belongs to you for deprecia- 
tion. If it is $3 a barrel, it is 3 times 271% cents, The companies ac- 
tually, I believe you will find, keep two sets of books. I do not mean 
anything illegal about it, but they keep one set for tax purposes and 
one set for their stockholders’ purposes, because that depreciation 
works into the tax, but it does not work into their other operating 
profits. Then they have another advantage. 

If I had a gravel pit out here and sunk a shaft in it, I would have 
to capitalize that shaft. Whereas you can go out and drill all the 
wells in the world and all of that is written off as current expense, 
whether it is a duster or otherwise. 

Mr. Sprincer. That is the way you would charge it in ordinary 
business, is that it ? 

Mr. Hapuick. No: in an ordinary business, if you put a shaft to 
take sand and gravel out of the ground, they would have to capi- 
talize the building of that shaft. That is not an expense. 

Mr. Sprincer. That is a capital investment. 

Mr. Hapuick. That is right. What I am getting at is in these 
periods of lush profits, over and above those profits, they have been 
able to drill these wells and charge it to current expense. That is why 
we have all the motion-picture people out drilling for oil. It is the 
biggest tax racket in the world. 

Mr. Sprrncer. Would you be in favor of cutting off the 2714 
percent ? 

Mr. Hanpricx. This is getting into a very technical question, Mr. 
Spr inger. I would favor this, going back and allowing them depre- 
ciation on the basis of the value of the property at March 1, 1913, or 
its cost since then. If you will read the statement. I submitted for 
the record, a very tricky situation deve ‘loped. First, in 1918, or up 
to 1918, Congress saw to it that that is what they followed. In 1918 
somebody came up with the idea of discovery value. If I had a piece 
of land that I bought for a thousand dollars and I discovered oil on it, 
I was allowed, no one else can do this, you cannot do this if you run 
a farm, I was allowed then to declare its discovery value as of the date 
of the discovery. That was my value. 

Well, of course that ran for 8 or 10 years and it was hopeless to get 
the agents of the Internal Revenue and the oil companies together 
on what was discovery value. 

Who knew? What did it take for value? Then they said “Let’s 
simplify it, let’s take a percentage. It runs 33 percent.” So they 
finally compromised on 2714 percent. That should be all wiped out. 
That should go back to a besia of just like you handle depreciation. 

In other words, you are entitled to any capital investment depleted, 
you should be allowed by your Government not to pay tax on it. 
Depletion should be handled just. like depreciation on a machine. 

Mr. Sprtncer. Let me ask you this: How much actual drilling of 
oil do you think you would get if you went to your system? We will 
take the movie producers. How many movie producers would: be 
willing to invest any money in this kind of deal, if you went back to 
what you call ordinary depreciation? 
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Mr. Hapuicx. Well, Mr. Springer, if we abolished the abominable 
system of proration, you would only have to sink one-third the steel 
you are sinking into the ground to get the same production. What 
does a man do in Texas when he is cut back so many barrels? He 
goes over and drills another hole. The same hole he had there could 
take the same amount of oil out if they let him. We sunk during the 
war tons of steel we had no business sinking into the ground. Ask 
them what they do in Kuwiat, in Venezuela how they drill the wells. 

Mr. Sprrncer. You still have not answered my question. That is 
how much money do you think they are going to start investing if you 
go back to your proposition, your idea of depreciation. 

Do you think you are going to get the same development of oil that 
we have had up to the present time? 

Mr. Hanpticx. I don’t know, but if we must place an incentive on 
the drilling for oil, we better do it and know what the cost of the 
bonus is going to be, and not just give a blank check to a bunch of 
oil producers. 

Mr. Springer. Do you think you would get your development of 
these overseas places, like Venezuela and Kuwiat, Saudi Arabia, with 
a depreciation that you have mentioned ? 

Mr. Hapiicx. They don’t pay any tax to that, they don’t pay any 
tax on that. They went and drilled there without the 2714 percent 
and. they will continue. 

Mr. Sprincer. But it could enter into it practically as a profitable 
operation, would it not? 

Mr. Hapuicx. They don’t pay tax on those foreign profits. 

Mr. Sprrncer. That is true, but actually you are not going to have 
anbody invest in it unless you have a sufficient incentive to do it. 

Mr. Haptick. They did not have a 2714-percent incentive. 

Mr. Sprrncer. Well, in Venezuela they made a hundred percent 
there, didn’t they ? 

The point I am coming back to here is this: What kind of a develop- 
ment of oil are you going to have if you take care of the incentive, 
or is the incentive wrong? I am asking for information. That is 
all I am asking for. 

Mr. Hapuicx. The only thing I can say is this: Except for the pe- 
riod 1919-23, just before California came in there, there was a shortage 
of oil in this country, prices went high. 

Mr. Springer. When was that? 

Mr. Hapticx. I am talking merely from memory, because I was 
going to school down here at the time. It was right after the First 
World War, and the early 1920’s, and along in the year 1922, or along 
there, California oil came in and became a threat to the midcontinent. 

That is when the prices broke. This 2714 percent did not go in 
until 1926, and in 1926 the prices of oil had started to sag again. As 
a matter of fact. that is why the oil companies used 1926. They had 
fields coming in all the way from Kansas to the gulf, faster than 
they could take care of them. Gasoline prices broke, crude was sold 
under the market, and it lasted until we had proration. 

Mr. Sprincer. Some of your testimony, unless I recall the testi- 
mony wrong, and I will leave it to the record as you made it, does 
not seem to jibe with some that has been given here by the Defense 
Petroleum Administration, about 2 months ago, with reference to the 
development of oil in the case of a national emergency. I think the 
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testimony was given here, and I will stand corrected if the record 
isn’t that, that in case we engaged in full-scale war and had to supply 
our allies, and I am not going to state what the figure was for the 
record, because they would not put it in, they told me privately what 
it was, but I was astounded at the shortage of oil that would turn up 
in the case of a national emergency and when we had to supply our 
allies. If I told you the number of barrels per day, I don’t think you 
would believe it. 

Mr. Hapuicx. Yes, I would believe it. If you are going into a jet- 
engine war, you are really going to use up the product. But when 
World War II started, through this proration program, and I will 
leave this to Mr. Wolverton, I think he followed the figures, they 
made a great to-do about the fact that we had a great potential, when 
what we needed was oil above ground. Between 1935 and 1939 we 
drew down our stocks, some 120 million barrels, and we started the 
war with our tanks at minimum capacity and we said it was good, 
we had the reserve in the ground when we should have had it above 
ground. If you go into total war, God forbid, my boy is that age 
now, we probably wouldn’t be driving cars around this country. I 
don’t know what would happen. The oil to be consumed in a mech- 
anized war of the future, I don’t know what their figures are but 
I will take any figure they will guess at. It is tremendous. But at 
the same time we cannot always be on a war footing. The most we 
ean look for is not our potential, but our true reserves. Those re- 
serves, as I say, are 33 billion barrels. What we should do between 
now and if there is an M-day, is to see that no well is operated in a 
way as to waste gas. If we will do that, as I say, it doesn’t make 
any difference if you use the gas to flush it out faster or slower, you 
will get the same amount of oil out of that well. Our biggest waste 
is bur ning of gas. 

Mr. Sprincer. I take it, then, you think that we have the reserves 
here to run this next war? 

Mr. Hapuick. We certainly have 33 billion barrels of it. 

Mr. Sprincer. And you think that we are adequate to carry on a 
full-scale war with what we have! 

Mr. Hapuicx. I certainly do. 

Mr. Sprincer. Well, I certainly am going to respect your opinion 
on this. 

Mr. Hapuicx. My worry is not so much in a total war the lack of 
oil for the consuming public. My concern is the lack of the transport 
facilities to get it over and above what the military would take. 

Mr. Sprincer. You mean the transport facilities to take it abroad? 

Mr. Hapuicx. To take it even internally, around the country. I 
would worry more about the transport than I would about the pro- 
duction of oil. Thirty-three billion barrels is a lot of oil. 

Mr. Sprincer. Well, I wanted to point this out, that even your testi- 
mony, as full as it is, I think directly contradicts and I want to say 
that for the record, but I am willing to let your answer stand for the 
record, together with what the Defense Petroleum Administration tes- 
tified to. But I do think it is a serious question because your testi- 
mony certainly challenges that of people who came here before us 
and made some rather serious statements about what the production 
of oil would be in case of an all-out war where we had to supply not 
only ourselves but our allies. That is a problem at the present time 
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over in Saudi Arabia. I think there was testimony before the Senate 
committee investigating the petroleum situation in the summer of 
1950, in which the testimony was, I think, we would only be able to 
control those fields in that Near East area for about 2 weeks, at that 
time. So it threw us completely back on our own resources in that 
case. 

Now, I think there was supplemental testimony, in order to get this 
record complete and honest, that there was a possibility, due to the 
Canadian field, that we might be able to supply all of our allies if 
we had to. But it would certainly take considerably more develop- 
ment, new ones, in order to do it. Is your thinking along this line 
that they should restrict the imports of oil ? 

Mr. Hapuicx. Well, it is hard for me to give you a yes or no, 
because imports are restricted and controlled by the seven companies. 
They have control. It is really hypothetical, unless the Congress 
wants to step in and say you are not limiting them enough. They 
will limit them all right, to eo the profits structure. 

Mr. Sprincer. Who will limit them # 

Mr. Hapiick. The seven major international companies. 

Mr. Sprincer. But is not the Government encouraging in order to 
conserve our national resources in case of an emergency, that we do 
import a sizable portion of the oil that is used ¢ 

Mr. Havuicx. If the arguments for the present system of proration 
are sound, then we should take off the tariff and let all the oil come 
in, and say, “Let’s hold all of this oil for the war that is going to 
happen, and bring in as much as we can.’ 

Mr. Serrncer. I think it would be bad to kill off our local industry, 
would it not? We have to keep that going, including you and your 
people? Isn’t that right? That is a part of our economy. But I am 
merely pointing out for the record that it is very serious; that is, the 
question of restricting the importation of oil in order to conserve our 
own resources, but at the same time trying to keep our own economy 
normal. 

I think that is a perfectly reasonable position for either the Gov- 
ernment to take or for the industry to take. 

Mr. Hapuicx. I think undoubtedly, Mr. Springer, the scrap over 
the question of imports resolves down more to a scrap between coal 
companies and residual fuel oils. My people do not import. They 
could not if they wanted to. The big companies would not sell to them 
if they went tothem. There is a tremendous amount of heavy oil that 
comes in on the east coast which could theoretically be displaced by 
coal and would not hurt the producer in Texas whether they let it in 
or don’t let it in. I mean, it is a hypothetical question on that heavy 
fuel oil. 

Mr. Sprincer. Here is something that came up in this morning’s 
testimony by, I think, the gentlemen who testified for the National 
Bus Association, or the busses—that kind of transportation. It was 
about the comparison of prices in 1929 with the prices of 1953. I 
think he told us here that it was about a cent or a half-cent cheaper to 
ride on busses today than it was 1929. How would you compare the 
price of gasoline in 1929 with the price of gasoline in 1953? 

Mr. Hapuicx. I think he used the year 1934, did he not? 
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Mr. Sprincer. He did in the first one, and the one I am talking 
about went back to 1929, because I asked him how his increases have 
been and he said, “I would like to go back to 1929.” 

Mr. Haprick. Well, from 1926 on, we had from a dollar to a dollar 
and a quarter for crude oil, until it got down to a dime in 1932 and 
1933. Gasoline, I don’t suppose, ever sold for less than a dime at a 
filling station, because of the transportation. You have certain con- 
stant costs in gasoline distribution. 

Mr. Sprincer. What was the gasoline selling for in 1929? 

Mr. Hapricx. I imagine about 14 or 15 cents at the filling station, 
and it was lower than that in 1933. 

Mr. Sprincer. In 1929. 

Mr. Dresster. In New Jersey the average 5 years of 1930 to 1935, 
for the average 5 years gasoline sold for 16. 4 cents. 

Mr. Sprincer. I know that. But I want to know what it sold for in 
1929. 

Mr. DresstEr. That is New Jersey. In the early part of 1930 it went 
down to as low as 6.6 per gallon. 

Mr. Haprick. I think that 15 or 16 cents in 1929 is right. 

Mr. Dressier. In the Camden area it went to 6.6 cents. 

Mr. Sprincer. | will go on to another question. 

The Caamman. Before we bring too many witnesses in from the 
audience, I would suggest that the stenographe r have the opportunity 
of at least getting the names of those who are testifying. 

What is your title or position, Mr. Dressler ¢ 

Mr. Dresster. Executive secretary, New Jersey Gasoline Retailers 
Association. 

Mr. Springer. Have you had an opportunity to examine whether 
or not the profits had gone down in 1952 as compared to 1951 % 

Mr. Haprick. They are relatively on the same basis. Some are a 
little down and some are a little wp. But I would say if you added 
up those 12 companies I ie ted, they would be just about the same, and 
the same for the first quarter. 

Mr. Sprincer. I noticed in answer to question 10 which the chairman 
has submitted, that for the companies, the 30 companies, a study by the 
Chase National Bank showed that the net income of 1950 was $2,020 
million ay 2ompared with $2,080 million in 1951. That is a decline, 
I think, because I figured it out, of about 4 percent. 

Mr. Hapuicx. Yes; but our fuel-oil market this winter was light 
because of the warmer weather. That accounted for some of that. 
They will make it up this year, all right. 

Mr. Sprincer. In the statement submitted with question No. 1), 
the chairman points out that the 46 listed companies reporting to the 
Securities anid Exchange Commission had net earnings in the fivet 
quarter of $478 million compared with $489 million in the first quarter 
of 1952, which if continued through 1953, would show a decline ov 12 
percent in earnings. 

Mr. Hapricx. Well, that only indicates that the market was soft 
this last winter on their main product going to market, the fuel oil. 

Mr. Sprrncer. Do you think that a decline of 12 percent in earnings 
over a period of a year—that is, your net earnings, your earnings 
total you are going to disburse to your shareholders. 
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Mr. Hapuicx. Not when they have increased it 400 percent in 10 
years. 

Mr. Sprrncer. They have increased their net earnings 400 percent ? 

Mr. Hapricx. Those figures I read this morning. As a matter of 
fact, Sinclair increased, from 1940 to 1948, 2,000 percent or better. 

Mr. Sprincer. What I am trying to find out from you is what the 
percent of earnings was in 1939 and your percent of earnings in 1953. 

Mr. Hapuicx. Earnings related against capita] investment ? 

Mr. Sprrncer. Yes. That is the only way to state this thing. The 
mere fact that you have millions of dollars of increase does not mean 
very much unless you know what the value of the company is. But 
I put this into the record here to apparently show that earnings are 
declining and not increasing. I am not prejudging this. I just 
think the full record ought to be made in this case. 

When the people come in here we will ask them what the earnings 
es No one seems to be familiar with that question who testified 
so far. 

Mr. Hapiickx. You will have some of the companies here. I think 
it will be fair to ask them to compare the first 6 months of this year 
with the first 6 months of last year. I think 6 months is a better com- 
parison than 3 months. If you run into a heavy use of fuel oils as 
you did in the winter of 1952 as against a light winter in 1953, you 
certainly bring down your earnings temporarily. But you get into 
a bigger gasoline consuming season and a liaien price, and they go up. 

Mr. Sprincer. Now, there is just this one last question I would like 
to ask you, and I think all through your testimony you have hit this, 
and that is that there is no competition. Now, what is your suggestion 
for getting these companies to compete, on what you would term a 
true, competing situation / 

Mr, Haptick. No. 1, enforce the antitrust laws. No. 2, remove the 
instruments of the Federal Government that bring about control over 
production of crude oil. 

Mr. Sprincer. What is the latter? Will you explain and expand 
on that? 

Mr. Hapuicx. Yes. The latter consists of the Connally Act which 
prohibits the interstate transportation of petroleum produced in ex- 
cess of State quotas, without which Texas could not operate its pro- 
ration system. Secondly, the Interstate Oil Compact Commission 
approved by the Congress, and third 

Mr. Sprincer. You would repeal that, would you? 

Mr. Haprick. Yes, definitely. I think the record has shown that 
they have violated the spirit of article 5 year after year. And third, 
discontinue the Bureau of Mines forecast. Here is a sample that just 
came in this morning, how the Bureau of Mines sets up the figures to 
set a pattern, and then they are checked by API, then the interstate 
compact checks them, then the Independent Petroleum Association, 
and then they have a meeting and that is the pattern. 

Mr. Sprincer. You are suggesting a remedy to fit your situation, 
but do you think there will be any evils that will follow as a result of 
the repeal of those acts, the Connally Act and the interstate oil and 
gas compact ? 

Mr. Hapricx. The big evil I think is that if you don’t do somethin 
you are going to have someone come along in this country who will 
say, “Wait a minute; we are going to control this so we can protect 
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the consumer.” How are you going to protect the consumer, how 
are you oy to get the competition back here, unless you make it 
competitive for one State for producing oil, to produce, and compete 
with another State? I say I am against the phony kind of con- 
servation. 

Mr. Sprincer. Under your interstate compacts, do you not have 
various allotments and so forth, in order to conserve gas and oil under 
that act? 

Mr. Hapiicx. The purpose of it, its stated purpose, is to prevent 
waste. If you talk with those fellows, they can give you more double- 
talk on what is waste. They say, “Waste is bringing it above ground 
and not having a market.” Well, what is a market? “A market 
means price.” What does it move at ata price? The old economist’s 
example that you have 10 apples at a certain price, if you keep reduc- 
ing the price you will sell them all. If you have a high price you 
will only sell so many of them. They have this thing so worked out 
that for 10 years, I believe the figures show, and we ought to get them 
up to date, those forecasts, in 8 out of 10 years forecast a supply 
picture that was actually below demand, so that it gave the impetus 
to the rises in the prices that took place immediately following the 
war, but because of price ceilings could not get going before ‘1946. 
But it all started after the C onnally Act was made permanent. Maybe 
one solution is to take away the permanency of the Connally Act and 
put the suspension back in the hands of the Congress instead of having 
it in the hands of the President, who could not conceivably be apprised 
and know all about the operations of it, with his many other duties. 

Mr. Sprincer. Now let me ask you this: Did the Department of 
Justice undertake a prosecution of several of these companies under 
the antitrust laws? Was that not pending last year and has it not 
been for a couple of years? 

Mr. Havrickx. On the international cartel ? 

Mr. Sprincer. Yes. 

Mr. Hapiicx. Yes, they started a grand jury last September. It 
was in politics and out of politics, and finally this spring they decided 
to call off the grand jury and to make a civil suit out of it, which is 
all right. I mean, however you get a result. But it has only been 
delayed. They were served with the papers, and then it was moved. 
They made a motion to move it to New York, where the documents 
would be. They met in New York yesterday "and the judge put off 
answer until September. So look for an answer on that 5 years from 
now. There are other antitrust suits pending, and there are several in 
California pendin 

Mr. SPRINGER. ie it your considered opinion that as a result of what 
you call a uniform price where it moves up and down, that is a prima 
facie case of violation of the antitrust law? 

Mr. Hapticx. No, not without further 

Mr. Sprincer. Would you just add any further conditions to that 
that you feel would cause a violation of the antitrust law? 

Mr. Hapticx. Well, I think that in an instance as we have had, as 
an example, it is sufficient justification for the Department of Justice 
to investigate, That is what I have asked them to do. And if these, 
because of the subpena powers, to use a grand jury to determine if 
there has been an interchange of telephone calls, messages, confer- 
ences, and meetings at the interstate compact. You know, they use 
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all of these meetings, the National Petroleum Council and all of these 
meetings, and have their little side meetings in the bar, in the dining 
room, and places like that. If a grand jury should find that there 
was collusion, then they should be prosecuted. You have some evi- 
dence if you are golng to prosecute, if you are going to have a viola- 
tion of the antitrust laws. A violation of the antitrust laws is two or 
more companies agreeing to raise a price. That is a violation of the 
antitrust laws, if it affects the interstate commerce. 

Mr. Sprincer. It is your position, then, that there should be an 
investigation / 

Mr. Hapuicx. That is right. 

Mr. Sprrncer. You are not making a charge that there is a viola- 
tion of the antitrust laws? 

Mr. Hapuicx. No, I have not charged a violation. I said it is evi- 
dence of collusion when it happens in a sloppy market as we had, that 
somebody had gotten together. Now, if only two of them had gotten 
together and agreed to raise the price, it is a violation of the antitrust 
laws. The Supreme Court has held that any price agreement, there 
is no rule of reason or anything in price, if you agree on a price, even 
to lower a price, you have \ iolated the antitrust laws. 

Mr. Sprincer. These are the two ways, then, in summary, that you 
would seek in which to get competition: One, to enforce the antitrust 
laws which it is your belief at the present time are not being enforced 
or investigated, at least; is that right? And second, the repeal of these 
Federal laws which, in effect, you say, prorates the amount of gas and 
oil that can be produced in such a way as to restrict the amount avail- 
able which in turn has raised the price. 

Mr. Hapticx. That is right. 

Mr. Sprinoer. That is all, Mr. Chairman. 

The Cuarrman. Any further questions, gentlemen ? 

Mr. THornperry. Mr. Chairman. 

The Cuatrman. Mr. Thornberry. 

Mr. TxHornsperry. I was not here this morning, Mr. Hadlick, I am 
sorry. Will you tell me what your background is’ I understood you 
represented the Oil Marketers Association. Are you a geologist ? 

Mr. Hapzick. No, Mr. Thornberry; I am a lawyer. 

Mr. THornperry. Have you been in the production of oil? I mean 
in the business itself, actually ? 

Mr. Hapticx. I will tell you my background. I graduated from 
law school in 1920, Georgetown. TI am a member of the bar of the 
District of Columbia, the Supreme Court of the United States, a lot 
of minor courts, New York and Minnesota. I practiced Jaw in Min- 
nesota from 1924 to 1930. I represented oil jobbers at that time. From 
1930 to the middle of 1933 I worked for the American Petroleum In- 
stitute. I was secretary of the division of marketing. Since 1933 I 
have been in Washington, except for 2 years I went to Minneapolis. 
I have represented oil marketers and other interests. 

I am not a geologist. I have been to many hundreds and hundreds 
of oil conventions. I am like the rest of them around Washington. 
I have heard a lot about oil in those years of contact. 

Mr. Txorneerry. I was interested a little bit when you referred a 
minute ago to your ideas as to proration. I take it that you think that 
the State of Texas has approached its proration policies in the wrong 
manner. 
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Mr. Hapricx. Well, I think it has been a conservation of price, and 
that any true conservation of oil has been incidental and accidental. 

Mr. THornserry. Is it your opinion in your advocacy of the repeal 
of the Connally Act and of the laws establishing the Interstate Com- 
act Commission that this Congress has a right to tell the people of 
Demian how they shall conserve oil and gas? 

Mr. Hapiick. In my opening statement I said this committee or 
Congress could do nothing as to the State of Texas, particularly with 
proration. But I say this Congress does have the right and the power 
to withdraw support for that legislation, beyond the confines of the 
State. No, the power of the State of Texas I am not questioning. 

Mr. TuHornperry. I agree with your last statement that the power 
of the State of Texas should not be questioned. 

Now let me ask you this: You talked a while ago about the east 
Texas oil fields being the only field having the right to be referred 
to as having bottom hole pressure. Do you mean to say there are no 
other fields that have bottom hole pressure ? 

Mr. Hapuick. Let me say I do not know any. 

Mr. THorneerry. You indicated, so far as your testimony was 
concerned, that it was the only one. I am sure from what you have 
told the committee and from what you have told me, naturally you 
are familiar with what happened in the east Texas oilfields at the 
time when the price went down to 10 cents. 

Mr. HapuicKk. I went down there at that time. 

Mr. Tuornperry. And at that time would you say there was any 
reason for proration’ Was there any reason for the Connally Act? 

Mr. Hapuick. I referred, in my statement, I think, without criticism 
to the temporary approach to the problem. I think the Governor 
turned out the National Guard to close down the wells. Actually, 
there was waste going on, I don’t deny that, and the production of 
crude oil which was thrown on top of the ground in earthen pits, I will 
agree, was not right, and the State has that right. I do think they 
could have, within the period of time, without any one carying at it, 
done a better job in the true conservation of that gas production down 
there. 

You have flown over Texas. You can darn near read your news- 
paper from one of those low-flying planes from the many gas flares. 
It is wrong. The last few years they have done a good job on some of 
that. 

Mr. Tuorneerry. Well, as far as the gas conservation is concerned, 
I will not go into it here. There is just a difference of opinion be- 
tween the experts and you in your theory of conservation. Those who 
are experts in proration and conservation who run the railroad com- 
mission are high-type men who have devoted their lives to the prob- 
lem. I expect when we have an opportunity to hear their side of the 
story, there will be another story here. I believe that is all, Mr. 
Chairman. 

The Cuatrman. Any further questions, gentlemen ? 

Mr. Hadlick, we deeply appreciate your presence here today as a 
witness. With the background of experience that you have had of a 
practical character has certainly qualified you to express opinions 
with respect to this matter. I am inclined to think that before these 
hearings have been concluded, especially after the companies have had 
an opportunity to testify, that it will be very likely that it will be 
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necessary to recall you as a witness because I am of the opinion that 
with what you have said, that you have in effect issued a challenge. 
You have touched some of the most vital questions in this whole matter 
that this committee is concerned about. 

I am anxious to hear what the companies will say in answer to what 
you have said. I want it to be understood that you will have the oppor- 
tunity to be aware of what they say and to give this committee further 
assistance. 

My mind goes back to 1933, I think it was, or 1934, when I was a 
member of a Cole investigating committee, especially appointed. We 
held hearings in Washington, Texas, and throughout the country. 
Our hearings constituted 8 volumes of 300, 400, or 500 pages per 
volume. The industry said that it was the best study that had ever 
been made of the petroleum industry. If the records of that com- 
mittee would be examined today, you would find that the situation 
that exists today, and to which you have testified, was visualized by 
some members of the committee. I know of nothing that I did 20 years 
ago that I can look back to with greater satisfaction in this year of 
1953, than some of the observations that I expressed, that led me to 
believe that it was more than what it was represented to be, namely, 
conservation. To me it seemed very plain that what seemed to be 
said and done on the basis of conservation was, in fact, price stabiliza- 
tion, price fixing, by a method more direct than would appear on the 
surface as a result of the recognition of the allowables in the several 
States, and making it a misdemeanor to transport in interstate com- 
merce more petroleum than had been allowed for a particular well. 
I am still interested in the subject. 

Through all these years I have never had my original question 
answered. I am beginning to be fearful that my time will be too 
short to get the answer that I think it should be. However, there 
is an old saying that hope springs eternal and if there is any truth 
in it I still have hope that the time will come when we will be able 
to understand how this highly competitive business always results 
in the same price to the consumer without any deviation. 

I have in mind in my own State, and I have often made reference 
to it in hearings of a similar character, where we have circles to 
assist in traffic. Around those circles are the major oil companies, 
4, 5, 6 of them. And what I have noticed is this: If company A 
increases the price, company B next to it on the circle, within a day 
or less, maybe minutes, posts its new price, the same as A, and before 
the day has finished the same price has been fixed all the way around 
that circle as if it had been a merry-go-round, passing the brass rin 
from one to the other. How that can layer without any understand- 
ings is beyond me. I am hopeful that either through the activity of 
this committee or elsewhere the day will come, when in the interest 
of the public, we will be able to understand price fixing of petroleum 
and gasoline to the consumer. 

I certainly thank you for your presence. I thank you for the testi- 
mony you have given. It shows a tremendous amount of study on 
your part as well as a vast experience that you have had. You have 
come here with no other purpose than at the request of this committee, 
to give us the benefit of your study of the matter, and we appreciate it. 

Mr. Hanricx. I thank you for very courteous attention from all 
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of you members of the committee. I apologized to the newspaper- 
men for not having my statement prepared, but I worked on the state- 
ment late last night and early this morning. I couldn’t even have it 
typed. So I only have the one copy that the reporter has. I stand 
to be called from you at any time, Mr. Chairman. 

The Cuairman. Mr. Dressler. 

Mr. Dressuer. I wonder if I might ask that I be put on as a witness 
at your next call. The hour is late and I have developed a consider- 
able headache. I might say also that the witnesses preceding me have 
pulled much of the fire out of my firebox. I have a serious headache 
and if it would be possible for my time to be changed over to your 
next date, I would appreciate it. 

The CuarrMAN. Well, that presents a situation to us that is rather 
difficult for me to be as helpful as I would like to be. I do not wonder 
that you have a headache. 

Mr. Dressuer. Suppose I give you what I have. It will be extem- 
poraneous anyway. I will try not to go over the same ground covered 
by Paul Hadlick. Then if 1 want more time, I suppose I can come 
back before this committee. 

The Cuarrman. Yes, or we would give you the opportunity of mak- 
ing a full and complete statement. I realize, as you do, that time is 
late. We have been here a long time and the nervous strain, I could 
readily understand, might cause you to have a severe headache in 
awaiting your turn to testify on the matter in which you are so much 
interested. But whether we will have a further opportunity or not, 
Idonot know. If I were you, I would take advantage of the present, 
sufficiently long to express on behalf of the New Jersey Gasoline 


Retailers Association your thought in this matter. As I realize, you 
will speak very much from a practical standpoint and you will be 
speaking what is in the mind of hundreds of gasoline retailers of the 
State of New Jersey. 


STATEMENT OF JOHN DRESSLER, EXECUTIVE SECRETARY, NEW 
JERSEY GASOLINE RETAILERS ASSOCIATION AND ALLIED 
TRADES, INC., LINDEN, N. J. 


Mr. Dresster. Mr. Chairman and members of the committee, I had 
a slight guide here and I was expecting to cover somewhat the ground 
covered by Mr. Hadlick. Of course, my experience is not as far as 
his. My Lidwisiine of crude oil is only that from our level it seems 
our problem goes to crude oil. 

I Wave prepared a small chart that I will submit to the committee 
later on, in writing, that indicates the continuity of upward price in 
crude oil since the enactment of the Connally Hot Oil Act and the 
Oil Compact Commission. 

From our level, our greatest disease, because of trouble, seems to 
originate from the Connally Act. My concern is tremendous in this 
case, even more tremendous, I think, than Paul Hadlick’s because he 
is talking about a species who have practically been eliminated— 
the wholesaler—and | am talking about a species who is on the way to 
being eliminated, the gasoline retailer. 

The total monopoly from well to consumer is almost in effect. In 
the State of New Jersey you hear a dying gasp of the gasoline retailer 
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represented by myself, who is being destroyed by the inefficiency of 
the monopolies. A careful study of what is taking place in this 
market will indicate that the excessive profits at crude levels and in 
transportation, and I believe also in refining, are not carrying down 
to the market level where the last real free competition existed. It is 
my considered opinion tht a little dose of free enterprise and free 
competition would go a long way toward curing the problems that we 
have. 

I would like to add for the committee’s benefit that I believe free 
competition must be protected, because my friends from the major oil 
companies will point to a series of activities on my part, to bring 
about State intervention in price wars. I do not believe price wars are 
sound. I also do not believe in a rigged economy, which we have in 
the oil industry, is sound. 

There can be no greater contradiction than the present one of so- 
called free competition. Anyone at all slightly familiar with the law 
of supply and demand knows full well that the Phillips Oil Co., whom 
I believe posted the first higher price, were a little ridiculous when 
they offered to pay 30 to 35 cents per barrel more for crude at the 
time when crude could be purchased for a lower price. 

Even the method of pricing crude seems a little ridiculous in a free 
economy. When we translate that price down to the consumer level, 
and I would guess that the average increase across the United States 
will cost the consumer probably $500 million a year, based on the 
600-and-some-odd-million dollars collected by the Federal Government 
on the 114-cent tax, when that can be passed on to the consumer in 
the kind of markets we have suffered along with, at retail level, we 
have had price war after price war, overconstruction of stations, we 
have had too much crude oil, we have had all of the elements existing 
for lower prices, if we were responding to the law of supply and 
demand. 

But the integrated companies are for all intents and purposes, or 
according to all rules of good economics, are actually monopolies, and 
oligopolies—use the term you want. The effect on the public is that 
effect we have tried to avoid, monopolistic effect. 

There is no way for a man to buy on the so-called open market. 
I am head of a small corporation that owns a multipump station. 
About 4 months ago, I sent a letter to each of the major marketing 
companies in New Jersey, and I said that as a result of testimony 
they gave before a gasoline study commission in New Jersey, which 
we were instrumental in having set up, that since they were anxious 
to have a free economy we have some 27 pumps, and we have tanks, 
and that we would like to handle their product, and would they please 
call on us. 

I said further in the letter : 

I understand that one of the reasons they do not want to go into split accounts 
is because of a fear of substitution. 


I therefore offered to let them put a lock on my supply tanks, and 
the driver would hold the key. Now, in any sensible free economy 
the seller ought to rush out and grab this new customer and love him. 
It took about 3 weeks of a little salesman sneaking in and asking our 
manager, “What was Dressler up to? What did Dressler want?” 
And then we were advised slowly, one company after another, they 
were sorry but they were amply represented on that road. 
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Two companies, American and Gulf, indicated a willingness to 
come in and on a split basis. By that I mean serve me in a free econ- 
omy so that I as a retailer could take care of my customers. About 2 
weeks ago we decided to take Gulf up on their promise, and for the 
past 2 or 3 weeks we haven’t been able to get in touch with the proper 
Gulf official. So lam inclined to question a little bit whether they 
would like to come into our station. 

Down at our level, I think that is pretty good proof of the tightness 
of the monopoly. They will not go into split accounts. 

in the State of New Jersey which I know very well, the inefliciencies 
at our marketing level are so tremendous no one will ever recognize 
the cost of tax burden carried by the consumer because the law of 
supply and demand has been so completely abolished. I turned out 
a pamphlet which 1 made out to our Congressman here that shows 
that on the Admiral Wilson Boulevard in Camden County, in a dis- 
tance not quite 2 miles long, the major oil companies have built so 
many gas stations that if they were equally spaced they would be 200 
feet apart. And if the pumps were equally spaced for 2 miles long, 
there would be a pump every 59 feet. I don’t need to tell you, there 
is the glaring evidence of the burden carried by the consumer public 
because of the ability of the major oil companies to impose their 
restrictive conditions on the retail level. 

On side roads and byways, routes like 9, near the shore areas, it isn’t 
efficient for a man to sell one brand of gasoline. There is a consider- 
able amount of acceptance in the br and due to advertising. Sound 
economics would warrant a dealer at least in those areas handling 4 
to 5 brands. He could have complete utilization of his property in- 
vestment, and of his time investment. But because of an ironbound, 
unwritten law, we have, | believe, 2 or 3 split accounts in the entire 
State of New Jersey. It has led almost to a form of racketeering, in 
the bidding or the looking for accounts to take over stations. 

A number of people who enter the retail industry in New Jersey, 
and drop their little bit of money and then go out, would be fantastic 
if we could ever get the records. I don’t guess, I know that our indus- 
try, the petroleum industry, is in the tight grip of monopoly. It can- 
not be broken by appeals to the Department of Justice. Because of 
their powerful public-relations propaganda mills, and we face some 
of them in New Jersey, their powerful advertising departments, and 
their legal departments, they are able to suppress any efforts to secure 
justice through the Department of Justice. 

There is a ease pending against the Sun Oil Co. about 4 years. I 
believe the action was initiated 4 years ago, To the best of my know!- 
edge it has not even reached the status of beginning the trial. I know 
in that case the Department of Justice has signed statements from 
dealers which definitely indicated Sun Oil Co. violated the antitrust 
laws. 

And then, of course, in the final analysis, after the Department of 
Justice has labored hard and vigorously, and the major oil companies 
exhaust all of their stalling methods, they are found guilty of some- 
thing and fined a few dollars and they raise the price of ; gasoline a half 
cent and take back everything they lost. 

It is discouraging at my level to ¢ arry on this fight for free enter- 
prise and the ability of a little man to be successful if he has the stuff 
with which to be successful. Certainly we cannot turn, as Paul Had- 
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lick suggests, to the Department of Justice because we have made a 
careful study of what happens. To show contradiction, we had a 
public hearing on a bill in New Jersey recently passed, after a terrific 
fight between the major oil companies and the dealers, waiting for 
the Governor’s signature, and at the public hearing marketing counsel 
for Socony Vacuum said, “We should not have to pass this law; there 
are ample Federal laws that could take care of us if we are guilty of 
anything.” 

The act we seek is a pattern of the Robinson-Patman Act. The 
marketing counsel for Socony Vacuum made that statement only 60 
days ago, and yet Socony Vacuum just won a case in the Supreme 
Court in which they said when the product comes to rest this litigant 
could not sue for damages because it was not longer in interstate 
commerce. 

Now, when you get caught by a big company like Socony, with 
enough lawyers so they do not even know what they are saying, and 
their skill is so great, that in the courts they confuse us, and before the 
legislators, they confuse our legislators. I am certain that Socony’s 
counsel knew that they were claiming they were immune to the anti- 
trust law in this particular instance or at least immune to the suit 
instituted by this affected party. Yet here they were in New Jersey 
saying don’t pass this law; there is a Federal law that does the same 
job. 

The only hope I see for us, for little business, and I might add for 
the consumer, is for this committee to dig into the major oil com- 
panies’ records, so that you can determine once and for all whether 
they are financing the suppression of the different levels from profits 
taken from one level. If an integrated corporation is permitted to 
use the profits made from a protected level, such as they Connally 
Hot Oil Act does, and they can use that profit in the market where 
we are, how long do we stand up? 

In the recent price rise we had a peculiar thing happen to us. On 
Broad Street in Newark we have also an Esso dealer and a Shell dealer. 
The Esso salesman suggested to the dealer that he raise the price the 
amount that the company raised him. Well, for which we were quite 
pleased. But atthe Sheil station the salesman said put that price back 
down. Who told you to put it up? The Shell dealer is a lease 
dealer—the thin veneer of independence they give us. He knew that 
the salesman could cancel his lease at the end of a year. What else 
could he do but put it down? What happens after that? We have 
a price war and our sweetheart major oil companies say, “It happened 
because he stayed down and he went up.” 

It is an old stall with them to create confusion at our level, and 
then they point to us—the victims, the frontline casualties in this 
economic struggle—and they say, “Look how competitive the oil 
industry is.” 

A good example of that is found in the way they like to say how 
they keep prices down. July 1938 the dealer tank wagon—that is, the 
prise the dealer pays—was 8.1 per gallon, with a 4-cent State and 
Federal tax, and a dealer margin of 2.8, which made up a service- 
station price of 15.9 cents. In July of 1953 the dealer tank wagon 
was 15.9. Gentlemen, that is almost double. The State and Federal 
tax went up to 5 cents, which was a 20-percent increase,.and the dealer 
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margin went up to about 51% cents average in New Jersey, or a 45- 
percent inerease, making a total price of 26.7 cents as a normal price. 

I would like to say at this time that in the past 6 years, dealer margin 
in New Jersey has increased on the average about 0.2 of a cent. If 
Government had raised taxes, and you know that Government found 
itself with increased costs, the roads we ride over are more costly, the 
police to maintain those speed limits and make them safe are more 
costly, and certainly the road problem belongs to we motorists, so 
if Government had taken the same amount of increase that the ms yjor 
oil companies did, and if the dealer took the same percentage of in- 
crease, gasoline would be selling, regular gasoline, for 31.5 cents per 
gallon in the State of New Jersey, instead of the present 26.7. You 
will hear major oil companies’ spokesmen stand up and tell what a 
beautiful job they did, but they did it with our sweat and tears, not 
theirs, toh when you break it down to this, you will find that they took 
everything the traffic will bear. This does not include, incidentally, 
the terrific rental increases that most of the companies have put 
through on the lease dealer. 

I would like to just touch here, and I am going to cut myself short 
then, on the adjusted earnings per share, a question raised before. 
First, in the Forbes magazine, June 15 », 1953, there is this rather com- 
prehensive article on the oil lineup. It is about Texaco, and the story 
is around Texaco. In this article it says: 

Over the last 2 decades, bigness has become de facto. if not de jure, criminal. 
The big company now is a sitting duck for anyone with a political shotgun. 


The irony for the oil industry is that any refiner must be big to survive, since 
profits come not from refining but from production, back at the crude, again. 


It goes on further to say: 


The crude ratio: Consequently, the big integrated majors never reach the 
ideal 1 to 1 balance between reproduction and refining capacity. With domestic 
reserves second only to those of Jersey Standard, Texaco Co.’s domestic pro- 
duction to refinery run ratio is substantially below that of only the California 
Standard among the billion-dollar majors. Texaco’s 1952 average ratio was 
57% percent. Its 10-year average, 82.9 percent. 


A further quote from the book: 


And it must provide refining facilities beyond its own capacity to produce 
crude since it must buy the independent’s production or lay itself open to the 
charge of monopoly. 

A careful study by Forbes again takes us back to the oil wells and 
the rigging that was done under the Connally Hot Oil Act, the rig- 
ging that was done under the compact commission, everyone sees it is 
back there. 

In the chart, this chart is adjusted earnings per share. I don’t 
profess to know accountancy, but I consulted with our C. P. A., and 
he tells me it is adjusted to the value of the share in the period picked, 
or 1943. In this chart, they show 1943 to 1952 ail eatiad earnings per 
share in 1948, $2.03; in 1952, $8.74. 

Gulf Oil Co., 1948, $1.56; 1952, $6.19. 

Standard of Indiana, 1943, $3.32; in 1952, $7.81. 

Sun Oil Co., $1.82 in 1943 ; $6.01 in 1952. 

And then in the underlining remarks, it says that the heavy crude 

roduction has quadrupled Texas and Gulf earnings in 10 years while 
Btandard of Indiana, essentially a big refiner, has little more than 


doubled net. Sun which has a higher production to refinery ratio 
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than Indiana, shows a higher net increase over the 10-year span. Go 
where you will and look where you will. There is no question that 
the Connally Hot Oil Act has had the effect of creating a concentra- 
tion of power and permitting the monopoly, vertical monopoly, if 
you will use that term, from the well to the consumer, and no one in 
marketing or in refining, dares to challenge the authority of the verti- 
cal monopolies. 

Whether prices should be uniform or not should be tested through 
the ability of the dealer to submit several brands to the public for 
their acceptance, and the oil industry ought to stand out on its own 
feet as do so many other industries by soliciting the patronage of the 
dealer, and the dealer in turn making his offerings to the public. If 
to that extent we could bring back competition, I sincerely believe that 
gasoline would sell somewhere in the neighborhood of 19 to 20 cents 
a gallon, but certainly not at the high level it is at today. 

There can be no question from an earnings standpoint, from an 

availability of supply, from a condition of supply of finished products, 
oothiae justifies the increase imposed on the consumer at that time. 

Mr. Chairman, I think that will about complete my remarks. I 
would like to place one other thing in the record. Speaking of the 
foreign oil, you know, of course that Arabian-American company 
which is one of your big outfits, is owned by New Jersey Standard, 
California Standard, Texaco, and Socony in a 30-30-30-10 ratio, so 
when we think of foreign oils, I shudder to think what is going to 
happen to competition if we lean on foreign imports to give us our 
competitive impetus. I am convinced that one very important thing 
ought to exist and that is a divorcement of one level from the other. 
I certainly do not believe that one step in our economy should be 
used to support a problem in the other step. The State of Connecti- 
cut is probably the outstanding—Hartford, Conn.—is the outstanding 
sore spot in the United States. It is probably worse than what Jersey 
was some time ago. It has been going on now for about 3 years. They 
have such depressed markets that the subsidies have ranged as high as 
4 and 5, and, I believe, even 6 cents a gallon. I went up into that 
market last year, tried to work up some support for interstate groups, 
to cary on the fight somewhat the same as we are doing in New Jersey. 

I spoke to dealers. These were some of the defensive methods used 
in the area. First, let’s look at the cause of the trouble. It was the 
big Safeway station who was selling unbranded gasoline. He buys 
most of his product from American “Oil and from the Cities Service 
Co., major oil companies. They come down to our level to create a 
price war that stretches up into Mr. Heselton’s territory, and it has 
created a chaotic market in Springfield, Mass. Did we let free enter- 
prise run? Sun Oil Co. took over, if the dealer was willing, an 
independent dealer leased his station to the company with a 30-day 

cancellation clause, and then the company guaranteed him a salary. 
The catch in this, of course, is that when you got a salary, the company 
then, through you, ran your station. Of course, it was generous of 
— company to give the man asalary. That company, and others, will 
be down here to tell you that they like free competition. The dealer 
who insisted on being a free agent did not buy in a free market. He 
either subscribed to the conditions laid down’ by his company, or he 
had to fail. And proof of the fact that they like that condition is the 
simple bill that we put in in New Jersey that recently passed both 
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houses, and it is waiting for the governor’s signature, Essentially 
the bill says that the company must treat all their dealers alike. They 

cannot discriminate between dealers. It is amazing how all of the 
coupes! and all of the major companies objected to it. They want 
to be allowed to use the weapon they used in New Jersey. 

We drove them out of the State of New Jersey by what we call 
bottom selling. But they have used it in—well, they are using it in 
Springfield, Mass., I believe, right now. I know they are using it in 
Hartford, Conn. It is a silly, crazy subsidy system. The district 
manager says you are at 241 Fifth Street, and I am at 249, and they 
draw a line between us. It is the same gas. But that is where the 
company draws the line. On this side of the line I get a subsidy and 
on the other side I dont. We had a thorough investigation. I would 
like to make that a part of the record here, incidentally, by Senator 
Dumont, who was chairman of that committee, in which they found 
that existed, from Tunley Avenue in Hudson County to Englewood, 
a distance of maybe 3 or 4 miles, the difference in buying price because 
of subsidy was 2 cents a gallon. 

Now, they held the same tank wagon, but the dealer in Hudson 
County was declared in a distress area, whatever that. is, and given 
another 2 cents. Now when a customer in Englewood, and somehow 
the majors forgot to tell the customers that this condition existed, a 
man in the car in Englewood drove down to Hudson County and 
bought gaoline 2 cents per gallon cheaper, when he did that then he 
thought | his local dealer was really taking him for a ride. That is 
pricing method, promotion of price wars, which I directly charge them 
with, because I think they are intent on letting us be independent busi- 
nessmen but with a strong string in their hand. 

I think they are trying to move into finally eliminating us. I wonder 
sometimes whether, if in the production field we do really have 50 per- 
cent independence. I would love to have this committee determine 
first what they mean by “independence” because they are going to come 
before you and say, “Dressler does not know what he is talking about.” 
Esso will tell you they only operate one service station in New Jersey. 
And if you accept that, it looks that way. 

A salesman called up a lease dealer who happens to be in the room 
right now, and said, “Look, you fellows that ten fighting Esso, if 
you don’t like what the company is doing, why don’t you get out of the 
station?” That was as of yesterday morning. I say that is actually 
acompany controk Fortunately, the indiv idual in that station will be 
pushed around by no one. But some day, if we lose our fight, and 
our association disintegrates, that dealer will be canceled out. There 
is no question about it. 

So when they speak of control, company-owned, we ought to develop 
the meaning of ownership, and then find out whether at the well 
they really are independent. I cannot see for the life of me how major 
oil companies would let 50 percent of that juicy profit go to somebody 
called private. It does not seem possible. 

Mr. Chairman, I have closed my statement now with the appeal that 
this be a thorough investigation. I don’t know whether we ouglit to 
eliminate the Connally Hot Oil Act. But if the act is necessary, it 
ought to come under Government supervision. And anyone partici- 
pating in that level of operation should be specifically forbidden from 





82 PETROLEUM STUDY 


participating in any other level of the petroleum industry, recognizing 
levels as being production, transportation, refining, and marketing. 
And if the Connally Hot Oil Act is necessary, and I am not prepared to 
go into that deep enough, then those engaged in it ought to be under 
more direct supervision by Government and certainly not allowed to 
participate in the other three levels of petroleum marketing. 

I believe that above covers all I have to say now, Mr. Chairman. 

The CHarrman. Any questions, gentlemen ? 

Mr. Hesevron. Mr. Chairman. 

The Cuarrman. Mr. Heselton. 

Mr. Hesevton. Mr. Dressler, I want to compliment you on what I 
believe is an extremely important contribution that you have made to 
these hearings. Too frequently we have simply heard the story from 
the companies themselves and possibly some associations, but not 
from a person like yourself who is obviously thoroughly familiar with 
working conditions. 

I do not know what this committee can do. I think it is too early 
to prejudge. But it certainly seems to me it is up to the companies to 
put up a pretty good case when they come in here in terms of what 
Mr. Hadlick and you presented to us this afternoon. 

If they have any reasons that they can offer as to why they should 
stay in the retail business, I think it is just about time that they come 
up with those reasons and document it in a fashion so that both you 
and we can understand it. I individually want to thank you for taking 
the trouble to come down here today. 

The Cuarrman. Any other questions? 

Mr. Dressler, I wish to add to what Mr. Heselton has said my own 
appreciation on behalf of the committee at your willingness to come 
before us today and testify. I realize it has taken a great deal of 
courage on your part to come and testify as you have, in which you 
have revealed to the committee those conditions that you are faced 
with and others like you are faced with, day in and day out. You 
have spoken from the standpoint of experience. You have given us 
the benefit of your long experience. We appreciate the information 
that you have brought to us. It will be very helpful to us as we make 
our study of this whole situation and in determining what is right and 
what is wrong about it, what the public interest requires. 

You may feel that you have made your contribution to the work 
of this committee. We are greatly appreciative to you for having 
inconvenienced yourself to come here today and give us the benefit 
of your testimony. We thank you. 

Mr. Hesetton. May I have one further question for the record ? 

The Cuatrman. Yes. 

Mr. Hesettron. How long have you been in the retail business? 

Mr. Dresster. Since 1931. 

The Carrman. Mr. Bush? 

Mr. Busu. Mr. Chairman, I want to join with my colleagues in 
commending Mr, Dressler for the practical knowledge that he has 
of this situation. 

I agree with my colleague that you have given us information that 
will certainly be very, very helpful. From a competitive standpoint 
it certainly looks and sounds, after listening to your testimony, as if 
there is something wrong with this retail setup. I am very happy I 
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was here as you testified. That headache that you had must have 
done you a lot of good. 

Mr. Dresster. Mr. Chairman, I appreciate this committee’s feeling, 
and sincerely, without a headache you could not shut me off that quick. 
I think that somebody must have told you that the only thing that 
would stop me from talking was a severe headache. But I would like 
to add this to the committee, and it is sincere : 

I am a paid executive secretary of the association, and I want to be 
useful to this committee. I have a staff back home, not a big one, and 
anything we can do in the way of seeking out facts, we wish to do. 
I want to say this for my friends in the major oil companies: I don’t 
think they have horns. I think they are victims of a system created 
that they are part of. If I were sharing in the rewards as they have, 
maybe I would feel the same as they do. I bring that out because there 
is one in the room, and there are many that I like. Their system is 
vicious. I want to be part of destroying that system that is pre- 
venting l'ttle-business men from existing. 

But I want to draw the line on personalities, and I want to offer to 
this committee at any time, at any place, to appear on the retailers’ 
point of view. Others, I don’t know too much about. I don’t know too 
much about crude and so forth. So I consider that a privilege, and 
I am sure glad that you think I did all right. Next time I will not 
have a headache. All I can say is bring your beds along. Thank you 
very much. 

e Cuarrman. Mr. Schenck. 

Mr. Scuencx. Mr. Chairman, the Southwestern Ohio Gasoline 
Dealers Association executive secretary asked me or called me to see 
whether or not he could testify. I told him I thought we would see 
that he did testify. He called again to say that because of personal 
situations he could not come down, but he has prepared a written state- 
ment for the Gasoline Dealers Association of Southwestern Ohio, 
which he would like to have in the record. So I am presenting that 
to you, Mr. Chairman, in the hope that you can have it in the record. 

The Cuarrman, It will be made a part of the record as if delivered 
by him. 


(Mr. Nies’ prepared statement follows :) 


STATEMENT OF Evwarp C. Nies, SECRETARY OF SOUTHWESTERN OHIO GASOLINE 
DEALERS ASSOCIATION, Re REcENT GASOLINE PRICE INCREASES 


My name is Edward C. Nies, and I am secretary of the Southwestern Ohio 
Gasoline Dealers Association, with headquarters in Dayton, Ohio. Our mem- 
bership is made up of service-station operators (gasoline retailers). Some of 
our members own their own stations, while a majority lease their stations from 
major oil company suppliers, but all of our members have this in common—they 
are small-business men who seek to own and operate their own businesses under 
the American system of free enterprise. There are more than 200,000 of such 
individual operators in the Nation, and we sell nearly 90 percent of all the 
gasoline which is purchased for private vehicular use. 

But in Ohio, at least, we individual retailers have very little to say and very 
little influence on the prices at which gasoline is sold and no influence at all on 
the wholesale prices at which we purchase such product. The major oil company 
exercising market leadership in Ohio operates enough retail gasoline stations in 
key locations to establish its retail price leadership and this company has main- 
tained wholesale price leadership in conjunction therewith for many years. 
Thus when the public gets squeezed by price increases all too often the retailers 
get squeezed too. The recent gasoline price increases in Ohio are a case in point. 

Advances in the wholesale and retail price of gasoline announced by Standard 
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Oil Co. (Ohio) Friday, June 19, set the price pattern for the State as usual. It 
has been a long time now since any major oil company operating in Ohio 
deviated for many days from Standard Oil’s wholesale or retail prices, ‘and as 
this statement is made most companies have gotten into line with Standard’s 
increases as in the past. 

Standard’s wholesale price increase was 1 cent a gallon on regular-grade 
gasoline and, 1.3 cents on premium. Its retail price increase was 1 cent on 
regular and 1.5 cents on premium. ‘Thus retailers (service-station operators) 
receive no increased margin and no part of the price increase on) regular-grade 
gasoline. Whether the 0.2-cent increase in margin for premium-grade gasoline 
will be sufficient to offset the dealer’s loss of sales on such gasoline due to the 
relatively higher prices remains to be seen. But this much is certain, that 
retailers must now do a larger dollar volume to make the same gross profit and 
retailers will require some additional capital to stock gasoline at these higher 
prices and will receive little or no return on such additional capital investment. 

The economic effect of these increases will be to accelerate the present trend 
against the independent service-station operator and to increase the rate of 
business failures and the number of idle and unrentable stations. 

Our surveys in the Dayton area reveal that approximately 50 percent of all 
service-station operators checked now wish to get out of the business and stay 
out. Only inability to liquidate their merchandise and equipment for enough to 
pay their debts or a fair price keeps these men in the business for the time being. 
It is a safe prediction that 25 percent of all service-station operators now engaged 
in that business in and around Dayton, Ohio, will have gotten out of business by 
December 31 of this year due to insufficient operating margins on gasoline. 

Ohio service-station operators now receive only 4.6 cents gross margin on 
regular-grade gasoline, more than 1 cent of which is retained in rent charges if 
the operator is a lessee of his supplying company. This compares with national 
average margins which are 5.1 cents per gallon on regular-grade gasoline and 
margins in contiguous areas, such as Michigan, of 6 cents per gallon or more on 
regular-grade gasoline. It is little wonder that Ohio’s gasoline dealers are failing 
in business on a 4.6-cents margin with Michigan dealers requiring 6 cents margin 
to break even under their below-cost sales law. 

Most major companies operating in Ohio are so accustomed to the price leader- 
ship of a single competitor, and margins under that company’s price policies have 
been so low so long, that there is little hope for a change in time to save the 
thousands of dealers who are now in dire financial circumstances. It is for these 
reasons that we hope and believe your committee of the United States House of 
Representatives will be able through inquiry to consider our problem and offer 
some help in securing an answer thereto. 


The CHarrMan. I also have for the record a statement from the 
National Oil Jobbers Council, the Northwest Oil Co., American Truck- 
ing Associations, Inc., New Jersey Gasoline Retailers Association, and 
the Cooperative League. 

These statements and others that have been handed to me will be 
made a part of the record. 

(The prepared statements follow :) 


NATIONAL Orn JOBBERS COUNCIL, 
Washington, D. C., June 29, 1953. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Forcign Commerce, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: This is to acknowledge your invitation of June 27, as 
well as to confirm my conversation of this date with Mr. Andrew Stevenson, 
member of your staff, relative to my appearance before your committee on July 
1 at 10 a. m. 

Il am in the process of assimilating information from all parts of the United 
States with reference to recent increases in the prices of petroleum products and 
the effect of such increases on jobber distributors and the economy of our country 
as a whole. Until this information is at hand, I do not feel that I am qualified 
or prepared to make concrete statements, conclusions, or recommendations to 
your committee on this phase of your invitation. I have, therefore, requested, 
and Mr. Stevenson approved, postponement of my appearance before your com- 
mittee until some later date. I have advised Mr. Stevenson that I will keep in 
contact with him with reference to this matter. 
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I appreciate your invitation to appear on behalf of the National Oil Jobbers 
Council and will attempt to be of such assistance as I can render in the inquiries 
and investigations which your committee is initiating. 

I should like to point out, however, that from the best information available, 
the independent jobbers of this country did not initiate any of these price in- 
ereases and, from what I can ascertain at the moment, there are relatively few 
independent jobbers who have received any portion of said increases by way of 
increase in their unit margin of profit. 

Sincerely yours, 
Orts H. Exvtius, General Counsel. 


NorTHWEST Orn Co., 
Portland 3, Oreg., June 29, 1953. 
Mr. WOLVERTON, 
Chairman, House Commerce Committee, House of Representatives, 
Washington, D. C. 

Dear Sir: I see by the papers your committee is starting in the near future to 
find out why the major oil companies are raising their prices. I suggest that 
you take in the Pacific coast in your investigation. 

About a year ago last February or March in API meeting that was held in 
Los Angeles, Calif., at that time, it was decided and passed out to the inde- 
pendents that we in the future were to be classed as surplus buyers and that the 
majors would pass their surplusses amongst themselves and if there was no 
surplus we the independents were to get none, and since that date we have received 
just that none. 

Our supplier, the Hancoek Oil Co., Long Beach, Calif., an independent, right 
after this meeting was cut short on their supplies and had to cut off lots of 
accounts, we had been purchasing in tanker lots from them and were getting 
1 million gallons per month, that was cut in half in May 1952, we were also pur- 
chasing over 600,000 gallons per month from a distributor of General Petroleum 
Co., all told we were marketing over 144 million gallons per month, the gasoline 
we were getting through the General Petroleum Co. distributor was all cut off, 
Hancock cut us more until now we get only 375,000 per month. 

I have tried to buy gasoline from all except one company on this coast. They 
all tell me the same story, that they are short of products but if we have some 
outlets that we cannot supply turn them over to them and they will supply them. 

Every major company on the coast will take any business they can get providing 
it is marketed under their brand name and are selling to lots of unbranded 
accounts where they can deliver full loads but no gasoline for independents. 

The following companies have been treated the same as this company, Time 
Oil Co., Clipper Oil Co., Time Gas & Oil Co., these named companies operate 
both in Washington and Oregon. 

We have not been able to buy any products from any of them for over a year 
now ; the only way we can get any products is out of Texas and now the price 
increase there stops that. 

The conservation committee writes the ticket and all mentbers are only allowed 
to produce enough to keep the market tight. We have been in business here for 
20 years and had no trouble getting products until this conservation was put 
into operation. Our business from a profitable operation has operated at a loss 
for over 1 year. 

The major companies back in 1942 and 19483 were setting up what is known 
as loans and exchanges (one company was short of a product and borrowed 
from another). These so-called loans and exchange could be paid back or paid 
off at the end of each month, where the borrowing company did not want to pay 
it back but decided to keep the products the price was 4 cents per gallon for 
regular grade gasoline. The price is now I am told 13.1, an increase of 9 cents 
per gallon, some raise, I think higher percentage than any other product I know of. 

Too many things to put into this letter but I think you will find plenty of 
collusion if it is investigated, and ask that vou do not forget the Pacific coast 
in your investigation. 

Yours respectfully, 
NorTH WEST O1n Co. 
By H. F. Morrison. 
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STATEMENT oF JOHN V. LAWRENCE, MaNacrne Dreecror, AMERICAN TRUCKING 
AS8socraTIons, INc. 


This statement is submitted following Chairman Wolverton’s request that we 
present the views of the trucking industry on the recent increases in the retail 
price of gasoline, distillate oils, and crude oil. It was impossible to appear 
before the committee on the date scheduled and we appreciate the chairman’s 
granting permission to submit a written statement. 

The American Trucking Associations, Inc., is the national trade association 
of the trucking industry, representing all types of carriers, both for hire and 
private, and having affiliated associations in all 48 States and the District of 
Columbia. Our offices are located at 1424 16th Street NW., Washington, D. C. 

America’s trucking industry has a vital interest in the recent increases in the 
price of gasoline and other petroleum products. The industry is a large con- 
sumer of these products and any increase in their prices represents a substantial 
increase in the costs of truck operation. 

However, the trucking industry is not in a position to say whether or not the 
present increases in the retail price of gasoline and other petroleum products are 
warranted or justified. If the petroleum industry is faced with increased costs 
of production and these costs cannot be absorbed, then there is no alternative 
to passing them on through increased prices. The for-hire segment of the truck- 
ing industry often finds itself faced with increases in its costs of operation which 
cannot be absorbed and which must be passed on through increased rates. The 
difficulty is that an important part of the trucking industry’s position as a regu- 
lated industry means a time lag between the incurring of the increased costs and 
the relief afforded by increases in rates. Thus, although the costs ultimately 
will be passed on, there is a time during which they must be absorbed by the 
carriers. 

The facts and circumstances underlying the recent price increases of petroleum 
products undoubtedly will be explored fully by this committee which then will 
be able to determine the justification of the price changes. However, in line 
with Chairman Wolverton’s request, we would like to apprise the committee of 
the effect of increased fuel costs on the trucking industry. 

In 1952 the trucking industry purchased more than 10.7 billion gallons of 
motor fuel. An increase of only 1 cent per gallon in the retail price would have 
meant an additional cost to truck owners of more than $107 million. It is esti- 
mated that in 1953 the industry will have purchased more than 11.2 billion 
gallons of fuel. This rate of consumption would mean added fuel costs of 
$112 million through an increase of 1 cent per gallon. 

The immediate effect of increased fuel costs may best be illustrated by an 
analysis of the operations of the class I motor carriers of property. These are 
the interstate carriers opefating under authority granted by the Interstate Com- 
merce Commission. The 1952 operations of 5 of the largest carriers show an 
increase of 1 cent per gallon in the cost of motor fuel would add $203.40 per 
year to the cost of operating each of their intercity units. This would have the 
effect of reducing the net revenue of each unit by 8.7 percent. 

The cost of motor fuel is an important item in the carriers’ total expenditures. 
It is the third largest single expenditure, exceeded only by total labor costs and 
the cost of repairing and servicing their revenue equipment. 

Any increase in the cost of fuel and other petroleum products is of serious 
concern to all elements of the trucking industry. Trucks today are transporting 
a constantly growing percentage of the total intercity freight traffic and virtually 
all of the local traffic. This means that practically all items moving in the Na- 
tion’s commerce move all or part of the way by truck. Thus, increases in the 
cost of truck operation cannot help but mean increase in the cost of everything 
we buy. 


New JERSEY GASOLINE RETAILERS ASSOCIATION 
AND ALIED TRADES, INC.,, 
Linden, NV. J., June 28, 1953. 
Hon. CHARLES A. WOLVERTON, 
Congressman, House of Representatives, 
Washington, D. C. 
My Dear ConGRESSMAN: Thank you very much for your answer to our tele- 
gram requesting an investigation into the recent series of gasoline price in- 
creases. 
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We want to do everything possible to aid in this investigation and at the first 
session, Wednesday, July 1, we hope to have several members of our executive 
committee present. We have also notified members of the Eastern States Gaso- 
line Retailers Association, of which the writer is president, to attend. 

We will look to you, sir, for guidance as to the scope of this investigation. 
We sincerely hope that this committee has the authority to investigate the oil 
industry from the well to the consumer, and that you will conduct such a hear- 
ing. We believe, also, that investigation will disclose that the oil industry, 
insofar as all natural laws of economics are concerned, is a tremendous monopoly 
and that by its actions, it is destroying smal! business and charging the consumer 
unreasonable prices for their products. 

Knowing your reputation for fairness as a committee chairman, and also your 
reputation for conducting constructive hearings, we are satisfied that your con- 
clusions will be fair and just to all concerned. 

Thank you sincerely, 
JoHN Dresser, Erecutive Secretary. 


STATEMENT OF JERRY YOORHIS, EXECUTIVE DIRECTOR, COOPERATIVE LEAGUE OF THE 
USA, ON THE SusJEcT oF OrL Prick INCREASES 


Mr. Chairman and gentlemen of the committee, the cooperative league is con- 
cerned about the petroleum industry from three points of view: First a number 
of cooperatives—particularly farm supply cooperatives are engaged as true in- 
dependents in the production, refining, and distribution of petroleum products. 
Second the cooperative league is concerned, by its very nature and purpose, for 
the welfare of all the people as consumers. And third, because we believe in and 
stand for American economic freedom, we are opposed to monopolistic controls in 
any industry, by whomsoever such contro] is exercised. 

On June 15 one major oil company announced a 25 cents a barrel increase in 
the price of crude oil. Within 2 days practically all the rest of the major com- 
panies had fallen in line with this increase. And since the majors control close 
to 85 percent of all crude production there was of course nothing for the other 
companies to do but follow the majors’ lead. Shortly thereafter there took 
place an increase in retail] prices corresponding to approximately 1 cent a gallon 
of gasoline. The chairman of this committee, very properly it seems to me, im- 
mediately called into session this inquiry “to attempt to develop the facts and 
conditions with reference to the price increases.” 

Now I am no petroleum expert nor am I able to bring to the committee any 
“inside” information. But certain facts are so clearly apparent now, as in the 
past, that any reasonably intelligent person can see the broad outlines of what is 
taking place. 

As nearly as can be determined the pattern of price increases that has taken 
place will not harm either the retail dealers or the independent refiners. The 
retailers should have on the average about the same number of cents margin per 
gallon of retailed products as before. And the refiners may even be in a slightly 
better position than they were before. Once the price of crude was raised the 
other increases along the line followed logically if not inevitably. Obviously the 
burden of these price increases will be borne by consumers. 

The central question then is whether the increase in crude oil prices was 
or was not justified, leading as it has done to a heavier drain on the pocket- 
books of consumers of petroleum products—industrial, agricultural, and domestic. 

The best information we can assemble indicates that this question is subject 
to no easy or quick answer. The increase was defended by the major companies 
on the ground of increased drilling and production costs. And there can I 
think be little questioning of the fact that these costs are today considerably 
higher than was the case a couple of years ago. That is to say that new pro- 
duction is more expensive and companies developing new wells must pay out 
more to do so. Apparently the 25-cent increase will not much more than cover 
these increased costs. 

But the price increase is across the board and it will mean considerably higher 
profits for oil companies on all producing wells which were developed at lower 
costs in years past. Whether this could have ben averaged out in some manner 
that would have eased the burden on consumers somewhat I cannot say. Cer- 
tainly this would be easier for large companies and for companies well supplied 
with dependably producing wells than for small companies or those actively 
engaged in current drilling. 
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But on the petroleum industry as a whole—that is on what is probably already 
the most profitable single industry in the United States—there can be little doubt 
that a substantial additional Christmas present is being bestowed by the con- 
sumers of the country. The only such consumers of whom I have knowledge who 
will not be somewhat hurt by this are the patrons of the cooperative oil companies. 
For in their case if the price increases mean additional earning margins, for what- 
ever reason, those margins will come back to the patrons in the form of patronage 
refunds. 

Beyond these considerations, however, are others which are more funda- 
mental. Responsible people in the oil business have stated that there was col- 
lusion in connection with these price increases. This should be no surprise, 
certainly. It seems perfectly obvious that there was collusion. One hears 
a great deal of talk about the law of supply and demand. Farmers in particular 
are being urged to entrust their economic welfare to the operations of this 
law. 

But it does not work in oil. 

How could it be at work when, as the Wall Street Journal points out, “This 
crude price rise comes when the supply is more than ample to meet current 
demand.” And the distinguished chairman of this committee has added that 
these price increases “follow a long period of successive cutbacks in the amount 
of domestic production allowed.” Furthermore those responsible, basically, for 
these increases must be in a position to know that they can prevent so great a 
flood of importation of oil produced abroad as to jeopardize the new price 
structure. 

The law of supply and demand works backward in the oil business for the 
simple reason that the power of the major companies is great enough to not 
only repeal that economic law but turn it around and set it off in the opposite 
direction. 

What the petroleum industry in the United States needs is some real compe- 
tition. This it simply does not have today. 

This committee is to be congratulated on its courageous attempt to inquire 
into this matter and I do not want to be discouraging. But the second and last 
fundamental point I want to make is that nobody has any accurate information 
about the petroleum industry in the United Sates except the major oil companies 
themselves. As long ago as May 8, 1944, when I had the honor to be a Member of 
the House of Representatives, I made a speech in the House to prove this very 
point. I said then, and it was not challenged, that Government agencies having 
to do with the oil business were almost completely dependent for their informa- 
tion on the oil companies themselves. 

This, I am confident, is still true. 

Behind its 2744-percent depletion allowance the oil business has created and 
is creating the only fabulous new fortunes that are being made today. (In the 
case of cooperatives, of course, what would be these fortunes are spread widely 
among hundreds of thousands of farmers and other consumers of oil products 
through the patronage refunds.) The major companies are in control of such 
ample capital that they are immune to failure. 

So powerful are they politically that, while practically every other phase of 
our economic life has at one time or another within the past 20 years been 
subject to searching inquiry, no such inquiry has been conducted with respect 
to the petroleum industry. Mere mention by the United States Department 
of Justice of the fact that seven oil companies control all the production and 
distribution of petroleum preducts in the entire world outside the United 
States and the Soviet empire brought cries of outrage from representatives of 
those companies, but no denial of the basic facts presented by the Department 
of Justice. 

The most conservative note therefore that I could strike in concluding this 
testimony is that there is a great need on the part of the United States of 
America for more genuine competition and less monopolistic control in the oil 
industry and that wherever such competition on the part of truly independent 
companies exists it should be encouraged in every proper manner. I expect a 
considerable amount of data can and will be presented to explain the recent 
price increases. It would not surprise me if it were found that there was in 
these increases an element of enlightened self-interest on the part of the majors 
toward some of the smaller companies. The real problem and the real danger 
lies beyond and beneath these immediate events in the question as to what is 
going to happen to the whole idea of economic freedom in the United States. 
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The CHarman. With respect to the continuation of these hearings, 
we have gotten further along today than we had anticipated. It is 
very fortunate that we have for the reason that tomorrow is a day 
that will be filled with action on the floor of the House that would keep 
the committee from being present and giving the attention that they 
would like to this matter. The House goes into session tomorrow, 
I understand, at 10 o’clock, and will be in session all day. So there 
would not have been any opportunity for us to have heard witnesses 
tomorrow. 

However, by persevering this afternoon until this late hour, we have 
been able to cover the entire list of witnesses that we had arranged for 
today and tomorrow. So the hearings today will recess until Monday 
next, at which time we expect to have represent: itives of the com- 
panies present and perhaps also some representatives from the de- 
partments of government. Certainly we expect some representatives 
from the companies to be present. 

Is there anything further, gentlemen ? 

If not, the committee will adourn until Monday morning next, at 
10 o’clock. 

(Whereupon, at 4:45 p. m., the committee was recessed, to recon- 
vene at 10 a.m. Monday, July 6, 1953.) 











PETROLEUM STUDY 
(Gasoline and Oil Price Increases) 


MONDAY, JULY 6, 1953 


Hovse or RepresENTATIVES, 
ComMiITTre ON INTERSTATE AND ForrtGN COMMERCE, 
Washington, D.C, 

The committee met at 10:30 a. m., pursuant to recess, in room 1334 
of the House Office Building, Hon. Charles A. Wolverton (chairman 
of the committee) presiding. 

The Cuarrman. The committee will come to order. 

Last Wednesday I outlined at some length the purpose of the hear- 
ings we are now conducting into the recent increases in the price of 
crude oil, gasoline, and heating and fuel oils. Today we have invited 
representatives from the four companies which I understand initiated 
the respective increases to come here and give us the facts and reasons 
surrounding their actions. 

In our invitations to appear we requested Phillips Petroleum to 
cover the crude oil price increase of this past June; Standard Oil 
Co. of California to cover its earlier products increase; Socony- 
Vacuum Oil Co, to cover the increase in products of June 9; and 
Standard Oil Co. of New Jersey to cover the product increase which 
followed the crude oil increase. 

The different companies expressed a complete readiness to meet 
with us and each designated an appropriate spokesman for their re- 
spective companies. Last Wednesday, however, I also raised certain 
specific questions which it seemed that a preliminary study of various 
press utterances, articles, and comments on the situation showed needed 
some answer before our hearings should be concluded. Many of these 
questions are broader in all of their ramifications than perhaps was 
the original request as to the witnesses appearing today, at least as 
to those on the products increase. 

Since all companies today appearing as sellers of products are also 
producers and buyers of crude oil, I assume that the persons appear- 
ing today may be able to throw some light, however, on the series of 
questions which were asked in addition to treating of the separate 
products price increases. We will start first with Phillips Petroleum, 
which initiated the crude oil increase. Then we will take the other 
companies in the order in which the product price increases occurred. 

Representing the Phillips Petroleum Co. we have as the first wit- 
ness Mr. W. W. Keeler, vice president of that company. 

Mr. Keeler, you may proceed. 
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STATEMENT OF W. W. KEELER, VICE PRESIDENT OF PHILLIPS 
PETROLEUM CO., BARTLESVILLE, OKLA. 


Mr. Keeter. Chairman Wolverton and members of the Committee 
on Interstate and Foreign Commerce, I have a prepared statement that 
1 would like to read, with your permission. 

The Cuar™ ¥- Very well, you may proceed. 

Mr. Krerer. I am W. W. Keeler, vice president and director of 
Phillips Rodan Co. I reside in Bartlesville, Okla. I am here in 
response to a telegram from you to appear and explain the reasons 
and circumstances prompting the action of Phillips Petroleum Co. 
with respect to the recent increase in the price of crude cil. 

As you know, Mr. Chairman, your invitation was extended to Mr. 
Adams, the chairman of our board, but inasmuch as he is now con- 
valescing from an atack of pneumonia, he was unable to be here, and 
he has asked that I send his regrets on his failure to be able to make 
this meeting. 

Phillips Petroleum Co., as you know, on June 15, 1953, posted an 
increase of 25 cents per barrel in the price of crude oil in the areas 
in which it posts prices in Texas, Oklahoma, Kansas, New Mexico, 
and Colorado. Later, when competitors increased the posting 30 cents 
per barrel in certain fields in Texas, Phillips raised its prices an addi- 
tional 5 cents per barrel for those fields. In the opinion of the man- 
agement of Phillips Petroleum Co. such increases were well war- 
ranted and long overdue. 

We thought an increase was justified as far back as September 1948 
and, steoedlinely. posted an increase of 35 cents per barrel throughout 
the area in which we purchased crude oil. However, most of our 
competitors failed to meet the increase and consequently we reduced 
our prices to competitive levels 214 months later in order to eliminate 
the disparity between our crude costs and those of our competitors. 

I know of no responsible dissent to the proposition that the domestic 
oil industry must be maintained on a sound and healthy basis to the 
end that this Nation may be self-sufficient in times of national emer- 
gency when foreign supplies may be cut off. 

The Honorable Douglas McKay, Secretary of the Interior, recently 

said in testimony be fore the W ays and Means Committee of the House 
of Representatives on hearings on the Simpson bill, repeated by him 
in an address before National Petroleum Council May 28, 1953: 

I recognize the importance of domestic petroleum production to national defense 
and the contribution it makes to the national economy and that of the oil-pro- 
ducing States. I also realize that the petroleum industry is unique in that dis- 
covery and development of new reserves constitute a major and vital activity of 
the industry. Oil and gas produced must be replaced by a vigorous and pro- 
gressive search for new reserves or the Nation’s ability to produce petroleum 
would rapidly deteriorate. 

I recognize how important it is that the strength of the domestic industry be 
maintained. To maintain this strength requires an economic climate that pro- 


motes the competition, progress, and technological development that has brought 
the industry to its present high degree of capability. 


I do not say that my company was required to increase the — it 


would pay in order to obtain its immediate requirements of oil. But 
the oil industry does not and cannot operate on a day-to-day basis. It 
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would be disastrous to the Nation if it did. We must prepare today 
for our crude supplies 5, 10, and 15 years hence. 

It takes long periods to carry on geological and geophysical explo- 
ration work to first locate new areas which have possibilities of pro- 
duction. Acreage must be leased from numerous and scattered own- 
ers. Then wildcat wells must be drilled. If production is encountered 
it has been our experience that as long as 5 years are required before 
the field is fully developed and necessary pipelines are constructed to 
take the production. Then if refineries are to be built, another 2 years 
may be required. Most of the crude we are using today comes from 
fields discovered 5 to 15 years ago. 

In order to promote the necessary exploration and drilling to pro- 
vide additional reserves and assure the continued production of exist- 
ing wells to exhaustion, the price of crude must be maintained at a 
level sufficient to provide the necessary incentive. 

Therefore, in speaking of supply and demand of crude oil and its 
products, we should not be confined to the day-to-day situation, but 
must be concerned with the future. It was in this attitude that 
Phillips Petroleum Co. increased the price it would pay for crude oil. 

The demand for petroleum products is constantly increasing and 
here is every reason to believe that the oil industry will be called upon 
to meet normal demand at an increased rate of 3 to 4 percent per 
annum for this indefinite future. The Paley report forecasts that by 
1975 the demand for crude oil will have doubled. 

The adequacy of the supply of crude reserves for the future is de- 
pendent upon increased exploration and the drilling of wells at an 
ever-increasing rate. Such a rate of exploration and drilling will not 
be accomplished unless the productive branch of the industry has the 
expectation of prices sufficient to attract risk capital. The rate of 
exploration and drilling at present and in the immediate past has not 
been sufficient. Despite a drilling rate of record proportions, the net 
increase in the crude oil reserves during 1952 was the lowest of any of 
the past 8 years. While crude reserves at the end of 1952, totaling 
approximately 27 billion barrels, were the highest of record, still in 
proportion to demand they were less than each of the 4 preceding 
years. In fact there has been a steady decline during the past 4 years 
in the ratio of crude reserves to demand. 

The oil industry has not had a general increase in the price of crude 
oil since December 1947, despite the fact that in the interim it has 
incurred substantial increases in the costs of all of the things which 
affect its business. Since 1947 labor costs have increased more than 
40 percent; iron and steel and the products made from them, which 
constitute about 50 percent of oil industry costs, have increased ap- 
proximately 40 percent. Costs of acquiring and holding leases needed 
for drilling have also increased materially, as have the costs of carry- 
ing on the exploratory work of determining the most likely places to 
drill. More and more wells have been drilled to greater depths, re- 
sulting in additional drilling costs as well as increased costs of equip- 
ping the wells to produce. It has been conservatively estimated that, 
considering all of these factors, the total cost of discovering, develop- 
ing, and producing oil has increased 50 one since December 1947. 
I know of no other basic commodity whose price has not increased 
during that 514-year period. 
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A recent analysis of my company’s drilling costs in west Texas 
and New Mexico during the years 1951 and 1952 indicates how rapidly 
the cost per foot increases with depth in addition to the increased cost 
of labor and material. To increase the depth of a well from 3,000 to 
4,000 feet, the additional 1,000 feet cost $11 per foot. To increase the 
depth from 7,000 to 8,000 feet, the additional 1,000 feet cost $20 per 
foot, and to increase the depth from 12,000 to 13,000 feet, the addi- 
tional 1,000 feet cost $72 per foot. A 13,000-foot well, although 214 
times as deep costs over 6 times as much as a 5,000-foot well. These 
figures do not include wildcat wells, which are considerably more ex- 
pensive. Many wells are being drilled to an even greater depth than 
13,000 feet at the present time, so that the industry can expect a 
continued increase in the cost of drilling in the immediate future. 

The industry is also confronted with greater hazards in its drilling 
operations. In 1948, approximately 32 percent of all wells drilled 
in the United States were dry. This percentage of dry holes in- 
creased each year until, in 1952, 40 percent of all wells drilled were 
dry, an increase of 25 percent in the 5-year period. 

The hazards are even greater in the case of exploratory or wild- 
cat drilling where 82 percent of the wells drilled are dry and only 
1 well out of 1,000 finds a major oil field with enough reserves to sup- 
ply at least 1 week’s requirements of the United States. This is to 
be found in the Bulletin of the American Association of Petroleum 
Geologists, January 1951. 

It is becoming increasingly difficult to find reserves of crude oil. As 
an indication of this fact, figures have been compiled to show the re- 
sults of exploratory drilling to find new reserves in the United 
States. To eliminate year-to-year fluctuations, 5-year moving averages 
have been computed for the past 15-year period and these figures 
show that for the 5-year period ending in 1943, 164 barrels of crude 
reserves were discovered for each foot of exploratory wells drilled. 
This figure has steadily declined during the intervening time so that 
for the 5-year period ending in 1952, only 85 barrels of crude reserves 
were discovered for each exploratory foot drilled, a decrease of 48 
percent. There is no indication that this declining trend will change 
in the immediate future. Therefore, to offset this trend and to pro- 
vide discoveries necessary to meet the increased demand for oil, con- 
stantly increasing exploratory efforts for the discovery of oil will be 
necessary. 

It should be remembered that more than 50 percent of the oil pro- 
duced in the United States is produced by thousands of small inde- 
pendent companies and individuals. Approximately two-thirds of 
the total wells are classed as stripper wells and produce an average 
of 3 barrels per day. These wells produce well over 1 million barrels 
per day or approximately 20 percent of the total daily oil production 
in the United States. This production must be maintained, but with 
the great increase in costs, many of these marginal wells could not con- 
tinue to operate without an increased crude price. Many of them 
would have to be prematurely abandoned thereby losing their oil 
forever. 

Contrary to the opinion of many outside the industry the remaining 
80 percent of the domestic crude production comes from wells averag- 
ing 26 barrels per day of oil. 
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It is generally recognized that a substantial part of the exploratory 
drilling carried on in the country is done by these same small inde- 
pendents. From our own experience we know that all producers 
need the incentive of a high crude price to continue finding and de- 
veloping new reserves. 

There is considerable misunderstanding of the figures with respect 
to a inventories of crude oil and various refined products. 
The published figures of these inventories indicate the total amounts 
of the various products without segregating the large portion of these 
inventories which are unavailable for use or sale. There are no up-to- 
date figures of these unavailable amounts published. 

The total inventories of crude oil include the amounts necessary 
to fill the thousands of miles of various size pipelines which connect 
the lease storage tanks with the crude tank farms, terminals, and re- 
fineries, as well as the minimum stocks necessary for the efficient op- 
eration of these facilities. Of the 280 million barrels of crude inven- 
tories, approximately 180 million barrels are unavailable for sale or 
use. Therefore, the usable crude oil stocks of 100 million barrels rep- 
resent only 14 days’ supply at the current rate of consumption. 

A similar analysis of refined products inventories indicates 29 days’ 
usable supply at the current rates of consumption. 

Of the various refined products, distillate heating oil inventories 
have received the most attention. Frequently, over the past year and 
as recently as 6 months ago, Government officials were urging the oil 
industry to increase distillate yields and to provide adequate heating 
oil stocks for the expected normal winter lonting season. Because 
of the unusually warm weather, the stocks which appeared necessary 
were not all used. This merely means that less than the usual summer 
additions to heating oil stocks will be necessary to again bring stocks 
to the desired total for the next heating season. 

It is my opinion that current inventories of crude and petroleum 
products are at reasonable levels. In proportion to demands, they 
have remained relatively unchanged over the past 3 years, with the 
exception of the period affected by the strike in the refining industry 
last year. 

It is a well-known fact that the Government has urged the indus- 
try to increase its producing and refining capacity to a point of at 
least 1 million barrels per day in excess of current demand. This was 
deemed to be the minimum requirement for national security. If that 
reserve capacity is encroached upon to fill the current demand, then 
the minimum requirements for national security no longer exist. Yet 
there are some who would point to that reserve capacity as precluding 
any price increase as an incentive for further search for additional 
reserves. They would say that although such reserve capacity should 
be left in reserve for national security, yet its very existence should pre- 
clude the normal stimulants for finding additional reserves. The 
truth is obvious. <A reserve capacity is not excess capacity as long as 
it needs to be held in reserve, and should not be considered in de- 
termining the needs to be held in reserve, and should not be considered 
in determining the need for incentive for further discoveries of oil. 

Other industries have substantially increased the prices of their 
products since December 1947, as based on Bureau of Labor Statistics 
of May 1953. For example, the mill price of finished steel has in- 
creased 43.1 percent, internal combustion engines 38.4 percent, non- 
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ferrous metals 30.5 percent, tires 27.3 percent, automobiles 26.8 percent, 
concrete 22.7 percent, industrial chemicals 15.2 percent, and coal 11.6 
percent. These increases were made from time to time during the 
514-year period as costs advanced. On the other hand, the recent 
increase in the price of crude is the first since December 1947 and is 
less than 10 percent, notwithstanding the fact that there has been an 
increase of at least 50 percent in today’s cost of discovery and pro- 
ducing crude oil. 

An informed public should find no cause for complaint in respect 
to the belated and relatively small increase in the prices of crude oil. 

Thank you. 

The Carman. Mr. Keeler, I note from your statement that you 
have not answered except possibly indirectly some of them, the ques- 
tions which were set forth in my statement of July 1. For instance, 
I asked these questions and I would like to do so now and if possible 
have your answer categorically. 

Do the increased prices reflect the operation of normal market 
factors of demand and supply or are they the result of other causes? 
I assume that you will state that on the basis of the statement you 
have just made, there must be an incentive. What, if any other an- 
swer, would you give to that question ? 

Mr. Keerrer. Well, I would like to supplement my prepared state- 
ment in that regard, Chairman Wolverton, in this way: That I do 
feel that from the standpoint of the market factors of supply and 
demand, this crude price increase is certainly in consideration of the 
long-term and long-range supply-and-demand problem of the oil 
industry. I would like to call your attention to the fact that in the 
Paley report they state that the additional requirements for national 
economy, short of war, the peacetime situation, that the additional 
requirements for our petroleum products will end up with a figure in 
1975 that means doubling the present petroleum requirements. They 
go on to state that if we are to be able to continue the growth of the 
oil industry at the rate necessary to be sustained, to reach that goal 
of double our petroleum products in 1975, we are going to have to 
maintain a minimum of 1.4 ratio of new discoveries to the current 
production. 

In 1952 that ratio had dropped below that minimum set by the 
Paley Commission. It dropped to 1.2 or 0.2 percent below that. 

Further, that was in a record year of drilling wells, as you know. 
We have no indication that the ratio will improve any this year. In 
some quarters, I think they feel that it will probably further reduce. 

Now, certainly from the standpoint of the long-range demand, and 
since we have to provide our crude supplies, and assure them, ahead of 
these situations where you are going to have by 1975 double the re- 
quirements, then we are going to have to get the incentive to meet that 
demand and to take care of it, we are going to have to meet with an 
additional supply which we feel this crude price will do. 

The Carman. Has your company been experiencing any lack of 
crude oil at $2.65, at that price? 

Mr. Keerer. No; I wouldn’t say that. We have had times, of 
course that is true in the oil business, as competitive as it is, there are 
situations as we try to take care of the fluctuations and the seasonal 
requirements, that we are temporarily short of crude oil. But I think 
in answer to the spirit of your question, the answer is no, that we 
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have not had any difficulty here lately with that situation. We did 
have some problems, as you probably know, back in 1948. 

The Cuatrman. Did you feel that. your earnings position was be- 
coming sufficiently jeopardized by higher costs that 1t was necessary 
to increase your posted price for crude? 

Mr. Keecer. From that standpoint, our earning position certainly 
has dropped off. If you will permit me here, I would just like to cal] 
to your attention a situation in which our earnings position dropped 
off in 1952, over 1951, percentage return on total assets, from 9.45 per- 
cent down to 8.16 percent. 

The Cuairman. Would it be possible for you to give your earnings 
over a period of the last 10 years, in order that the committee m: Ly 
form some opinion as to whether they have increased or decreased ? 

Mr. Keerer. Yes, that would be quite possible, and I will be very 
happy to do so, if you will just Pe mit me to find them. Just paren- 
thetically and off the record, 1 dont mind telling you, Chairman 
Wolverton, that a country boy is not used to operatin with all of this 
battery of help up here. 

The Cnarrman. If it does not change your figures any, we will 
go along. 

Mr. Kreer. It won’t change the figures a bit. If you will just 
bear with me. 

The Cuarrman. I have a good deal of sympathy for any country 
boy that is in the hands of Phillips Petroleum Co., so I want to give 
you all of the encouragement possible. 

Mr. Keevter. How would you like this, Chairman Wolverton. I 
presuine you want the net income? 

Mr. Heseiron. I wonder if we could have the gross, also, Mr, 
Chairman ? 

The Cuarrman. I think in your statement the Phillips Petroleum 
Co, in, 1952 shows the figures at least from both gross and net of 1948, 
1949, 1950, 1951, and 1952. 

Mr. Kerier. That is right; and now I will start with 1943. The 
gross income for 1943, the totai gross income, was 158,301,893. I 
am dropping the cents. 

The net income for the year 1943 was $14,168,422. 

In 1944, the gross income was $203,751,249. 

Mr. Harris. $203 million? Is that right? 

Mr. Keeter. Yes; for 1944, $203,751.249. The net income was 
$20,952,088. 

For 1945, $213,739,522. That is the gross for 1945. The net was 
$22,571,509. 

For 1946, the gross was $221,873,273. The net income was 
$22,625,151. 

For 1947, the gross income was ‘ 302,772,051. The net income was 
$30,893,647, 

aa 1948, the gross income was $493,724,011. The net income was 

2,630, 997. 

a a the gross was $489,847,612. The net income was 
$44,514,371 

For 1950, the gross income was $534,063,553. The net income was 
$51,557,264. 

For 1951, the gross income was $610,770,667. The net income was 
$73,711,229. 
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For 1952, the gross income was ‘723,092,386. The net income was 
75,284,264. 

That covers it for the 10-year period. 

Mr. Rogers. Was that after taxes or before taxes? 

Mr. Keeter. I beg your pardon. 

Mr. Rocers. Was that after the taxes were paid or before the taxes 
were paid? 

Mr. Keetrr. Our net income is after tax charges. 

Mr. Petry. Do you pay an excess-profits tax ¢ 

Mr. Krrrer. No; we are not paying an excess-profits tax this year. 
I am not sure whether we have ever had an excess-profits tax or not. 
I understand we have had a small amount, Mr. Pelly. 

The Cuarmman. Now, do you have the figures for your assets over 
the same period ? 

Mr. Kertrer. Yes, sir; I do have. 

The Cuarrman. Before you take up the question of assets, it would 
seem as if there had been an increase then of your gross revenue be- 
tween 1943 and 1952, as between $159,723,000. I would take that to 
be something over 400 percent. Is that right? 

Mr. Keerer. Yes; if our net had just gone along correspondingly, 
we would be very happy. 

The Cuarrman. Well, your net has increased from $14 million in 
1943 to $75 million in 1952, which is not quite different. 

Mr. Keeter. You misunderstand my meaning there, Chairman 
Wolverton. 

The CuHatrman. The percentage isn’t greatly different, is it? 

Mr. Keeter. Well, I am speaking of our earnings on our total assets, 
which, after all, is the measure of what your profits are, and what 
they amount to. They have not gone up over that period correspond- 
ingly, by any means. 

The Cuamrman. That may be true, and we will hear you on that 
paint, and we will also take up the consideration with you when you 
1ave given the figures that I have just asked for, as to what chargeoffs 
there are that make this net. 

Mr. Keetrr. All right. 

Our total assets in 1943 were $281,218.007. 

In 1944 our total assets were $318,817,789. 

In 1945 our total assets were $317,021,562. 

In 1946 our total assets were $332,059,140. 

In 1947 our total assets were $439,289,314. 

In 1948 our total assets were $579,273,529. 

In 1949 our total assets were $607,228,507. 

In 1950 our total assets were $667,231,557. 

In 1951 our total assets were $779,640,434. 

In 1952 our total assets were $922,936,015. 

The Cuarman. Would you be able to give us the background of 
that increase in assets between 1943 and 1952? 

In other words, was it due to the issuance of new stock or otherwise ? 

Mr. Keetrr. Well, I don’t know that I could supply that in detail 
that you would probably want. I would certainly be very happy to 
prepare it for you. 

The CHarrMan. It may be that you could give us a general answer 
on that at the moment and fill in the record with more detailed infor- 
mation later. 
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Mr. Keener. Well, from a general standpoint, now let me go back, 
I think that this will give you some idea of the background for it. 

In 1943 our company’s 3 refineries ran 26,366,051 barrels of crude oil. 
In 1952 our crude distills was 79,880,986. It represents a growth in 
facilities over that period of time. We put in additional plants in 
connection with the war effort similar to those that went into the 
industry at large. We put in additional pipeline facilities and we 
purchased and enlarged our refineries. We spread out our marketing 
area, the area in which we market, and I believe that gives you a 
general idea. I don’t know that that is what you were specifically 
wanting. 

The Cuarrman. Well, that indicates in what lines your assets in- 
creased. But I am inquiring more particularly as to the source—the 
financial source—that enabled you to increase those facilities. Was 
it by the issuance of new stock or was it accumulation of surplus earn- 
ings or just what was it that went into your increased assets? 

Mr. Keerer. Our increased assets came from the borrowing of 
money from outside sources, both short-term and long-term indebted- 
ness. From the standpoint of the company’s earnings a great deal of 
the money was put back into the business to further increase assets. 

The Cuamman. How much? 

Mr. Kerirr. Well, I don’t believe that I have that figure just at 
hand, Mr. Chairman, and I will be able to give you that. 

The CuarrmMan. Do you have in mind any approximate figure ? 

Mr. Keever. No; I just wouldn’t be able to tell you over that period 
of time. 

The CHarrman. Would you be able to give an approximate per- 
centage figure as between the different courses of revenue that in- 
creased your assets? 

Mr. Keeuer. I don’t believe that I could give you a figure that 
would be accurate enough for your study. I will be very happy, Mr. 
Chairman, though, to submit that to you. 

The CHamman. Well, of course, if you are not able to give it, we 
well have to wait until the time that you are able to give it. But it 
would seem to me that it would be possible to indicate at least to the 
committee the sources that enabled this vast increase of assets from 
$281 million up to $922 million in the 10-year period from 1943 up to 
1953. 

Mr. Kereter. It will. I think it will be relatively simple, but I 
wouldn’t want to attempt it here from my own memory, and I don’t 
have such information available as such with and I will have to get 
it, but I am sure that I can supply it promptly. I will be very happy 
to do so. 

(Mr. Keeler later submitted the following information :) 

Question: What is the background of the increase in assets between 1943 and 
1952? Where did it come from? 

Answer : The company’s assets increased $665,603,000 during the 10-year period 
January 1, 1943, to January 1, 1953, the capital being supplied from the following 
sources : 


Earnings reinvested___ ‘ i ........ $263, 766, 000 
Capital stock issued it pee _... 158, 778, 000 
Increase in borrowed money ____--~- _.-----. 160, 197, 000 
Increase in accounts payable and accrued wages, taxes, etc .. 70,405, 000 
All other sources___- nd 12, 457, 000 


Total ; . Vien Socks ae . 665, 603, 000 
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Question: How much of your earnings were plowed back in the period 1943-52? 
Percent of total earnings? 

Answer : 60 percent. 

Mr. Petty. Could I ask you a question there? 

The Cuarrman. I would like to finish what I am aiming to do here, 
Mr. Pelly. 

Now, I would like for a moment to go into the question-— 

Mr. Keecer, Pardon me, Mr. Chairman, if I interrupt. One of our 
men who is here, I don’t know whether ‘this gives you the sort of 
answer that you want, but 55 percent of our income was retained in the 
business during that period. If that would be of any help, I will be 
certainly glad to go beyond that if more information 1s needed. 

The CHarrman. So that the net figures that you gave us as to gross 
and net income, between 1943 and 1952, 55 percent of that approxi- 
mately was put back into the business. 

Mr. Keerer. That is right. That is 55 percent of our net earnings 
was put back into the business. I believe the way you stated that, you 
were talking about the differential between the net and the gross, 
whereas it is 55 percent of the net earnings. 

The CHatrman. I understand it that way. 

Now, hurrying along because I anticipate that other members have 
questions they would like to ask, and I have a great many that I have 
in my mind to ask, was your increase of crude on June 15, your posted 
price, in any way the result of the suggestion that had been pre- 
viously made by a director of a large oil company in his speech in 
Wyoming before the American Petroleum Institute in which he said 
that he expressed the opinion that the time was ready for an adjust- 
ment of price? Did your action have anything to do with that? 

Mr. Keeter. Most certainly not; no, sir. 

The Cuarrman. I suppose you were aware of that statement having 
been made; were you not? 

Mr, Keeter. I saw here recently, i in connection with your hearin 
about that statement; but I wasn't aware of it. I was not aware of it 
until then. 

The Cuarrman. You did not know of it before you read of our 
hearings? 

Mr. Kreter. No. 

The Cuarrman. Our hearings at least have some value in the dis- 
semination of information. 

Mr. Kerter. I am sure they have. 

The Cuarrman. Well, it seemed to me that that was a very signifi- 
cant statement that was made in May with an increase of 25 cents per 
barrel by your company on June 15. Now, if you could give me this 
information, I would like to know how did it happen that when one 
company initiated a price increase, all of the others followed suit so 
quickly? Is this an expression of free competition ? 

Mr. Keever. I think it is a very excellent example of free competi- 
tion. I, of course, don’t know what prompted the speed with which 
these other companies met our price, but I do know that in 1948 when 
we raised the price, that we gained new connections, and we gained 
some very excellent oil for our refining purposes, greatly needed oil, 
which we were able to substantially keep although we had to back 
down on that crude price. I rather suspicion, and it would be an as- 
sumption on my part, though, a speculation, I rather suspicion that 
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with the high degree of competition in the oil industry, that these 
other companies certainly did not want to lose any valuable oil con- 
nections to Phillips Petroleum Co. 

The Cuatrman, Is that conjecture on your part ? 

Mr. Keeter. That is conjecture on my part. 

The Cuarrman. Not as a result of conversations with anyone? 

Mr. Kerrier. No, sir; it is not. 

The CHatrman. It seems like it is carefully avoided to have con- 
versations. 

Mr. Keeter. I have had no conversations and I don’t know what has 
been in the minds of our competitors. 

The Cuarrman. Well, in 1948 when this committee held hearings, 
the oil companies all testified to the effect that apart from a period ‘of 
artificial Government controls, the petroleum prices are determined by 
the action of supply and demand. I understand from your statement 
this morning that there are other elements that enter into it besides 
supply and demand; is that right ¢ 

Mr. Keeter. Well, I said that supply and demand entered into it, 
that it is long-range "supply and demand and the management of the 
Phillips Petroleum Co. feels that it is absolutely necessary that we 
protect our stockholders by seeing that we have adequate supplies 
of raw material to go to all of these millions of dollars of facilities 
that we have built. The fact that it takes a longer period of time to 
supply those materials, certainly has been the factor of supply and 
demand entering the picture. It is a long-range supply and demand. 

However, I did mention in my prepared statement that the fact 


that the overall costs of produci ng and having our crude available 
0 


has gone up 50 percent, and therefore it certainly is true we realize, 
and we have heard this from all of these little individual operators. 
You want to remember that there are some 340,000 stripper wells in the 
United States, these 3-barrels-or-so-a-day wells and the costs have 
gone up on those people. When they replace a valve, they have had to 
pay the higher costs and when they replace the pipe, they have had 
to pay the higher cost. The additional labor has gone up, and those 
factors we can see are going to, and we already have an indication 
on a national basis, that the oil industry is not keeping pace with the 
discoveries that are necessary to meet the demand on down the road. 

The Cuarrmay. Is that true of your company? 

Mr. Keerrr. That is true of our company. 

The CHarrman. Well, I have understood from your figures, that 
during the last 3 years your production of crude oil has risen from 
35 tmiflion to 45 million barrels domestic, and that your purchases have 
risen from 61 to 80 million barrels. After giving effect to sales of 
crude, I have not had that in 1950, your own production met 63 percent 
of the requirements, and in 1951 it met 61 percent, and in 1952 about 
56 percent. 

ow, does that account for your concern as to the future? 

Mr. Keeter. I think that you take a 3-year period, I think that is 
right, but I can certainly see that we are facing on down the road 
a shortage of crude oil as far as our company is concerned and as far 
as the industry is concerned. We are producing right today less 
crude than we were producing a year ago. We have to buy more 
crude, I will put it that way. 
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The Carman. In 1948 it was explained to this committee when 
it held hearings with reference to the increase that took place in the 
fall of 1947, that the company that increased its posted price did so 
because it was absolutely necessary for it to obtain additional supplies. 
Now, your record of your company would indicate that your expansion 
has gone ahead over these last few years without any difficulty in ob- 
taining its crude. So that when you increase the price, it isn’t because 
of the experience you presently have, but because of what you fear 
might be the future; is that right? 

Mr. Kereter. That is not exactly right. I told you that from the 
standpoint of a shortage, as far as our company was concerned, that 
we had not faced a shortage that we had not been able to make up 
but we have faced shortages from time to time over that period, since 
1948, where we had ‘o go out and buy crude, sometimes with extra 
handling costs, substantial amounts of additional transportation costs, 
and certainly not economical. We have had to go out and buy gaso- 
line to meet our marketing requirements. 

Now, from the standpoint of the overall situation, the Phillips 
Petroleum Co. does not intend to remain static. It is the intention of 
our management to continue to grow, and we have found it in- 
creasingly difficult to find and be able to take care of our markets. I 
think from that standpoint, we can say we have had shortages. But 
from a general standpoint you are correct that the shortage has not 
been responsible, the current shortage, is not responsible for our crude 
price rise. I didn’t mean to leave that impression. 

The Cuarrman. That was the impression it had made on me and I 
am glad that you have made it plain that I got the wrong impression. 

Now, when you speak of the necessity of an incentive for new wells, 
I am confining this now to your company, the records would seem 
to show that in 1952 your company participated in 769 well comple- 
tions, and that in 1952, that year, according to your annual report, was 
one of the best years in your history, as far as new reserves of crude-oil 
discoveries. And that your new wells gave you a productive ratio of 
42 percent compared with 16 percent for the entire industry. Are those 
figures significant to you, when you state it is a necessity to increase 
your crude that caused you to increase the price ? 

Mr. Keeter. It is significant to me in this respect, or they have a 
place in this respect, that we of the Phillips Petroleum Co., if you look 
our history over back far enough, you will find that we were a crude 
seller. 

The Cuarrman. What is that? 

Mr. Keerer. A crude seller, on balance. That is a crude seller on 
balance. For many years that position was, I think, a very strong 
point within our company. We are now a crude buyer on balance. 
Certainly if it were possible for us to keep our production of crude 
oil up with our growth of our demand for products, in our refining 
requirements, it would be a very desirable position. 

The Cuarrman. Well, it is difficult for me to see how you feel the 
need for increasing the price of crude oil to maintain your drilling 

program, in view of the statement that I have made as to the results 
in 1952, and your comparative standing with the rest of the industry, 
42 percent compared to 16 percent. 

Mr. Kretrer. In the face, Chairman Wolverton, of the trend in the 

industry which I read in my report, my prepared statement, I do not 
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think that we can gamble on having a year like that year. I certainly 
don’t think that we are in any position to rest on our oars. 

The Cramman. When did you make up your program for 1953 
drillings ¢ ) 

Mr. Keer. Our 1953 program has been a varying picture. Up 
in the early part of this year, as you know, we had a situation with 
oilfield tubular goods, but our latest program, I suppose, was a month 
ago, although that varies from time to time, if the management con- 
siders the development progress in fields. It is pretty hard when you 
are in the oil business, as highly competitive as it is. 

The Cuatrman. Highly competitive, did you say ¢ 

Mr. Keetrr. Highly competitive. 

The Cuatrman. Except as to the price to the consumer. 

Mr. Kepter. It is competitive, that is why you get that sort of price 
situation, and it is pretty hard to take the position that this is going 
to be our drilling program this year. You have got acreage here next 
door to X oil company or Y oil company, and you would rather not 
spend the money perhaps to go ahead and drill that well this year but 
somebody, X company or Y company on your flanks, drills a well, and 
they are going to drain that underground reservoir, and your share 
of the oil is going to be lost to your competitor, and you are forced 
to drill a well there. 

Now, the fact that there is free competition has made it very difficult 
for you to sit down and say, “Well, now, this is exactly the number 
of wells you are going to drill,” because some other company will start 
a play in a certain area where you have acreage, or in the process of 
doing exploratory work, and you have got to go ahead. Our program 
changes every month. 

The Cuatrrman. When did you fix your program for 1953 ¢% 

Mr. Kerertrr. Our what ? 

The Cuatrman. Your program for 1953, I am repeating the same 
question. 

Mr. Keever. I am not sure that I know that. You mean our picture 
program, how many wells we would drill ? 

The Cuatrman. That is right. 

Mr. Keexer. Well, we had a budget, a general budget that was origi- 
nally set up and it was worked on last October and reached one con- 
sideration by the management in November, as I recall, and then it 


has been revised several times to meet the changing situation. 

The Cuatrman. Did your program provide for an upward move- 
ment or a downward movement ? 

Mr. Kereter. Our program provided that we could have a higher 
price of ee ee as you will recall, we had the control of the price 


of crude by OPS until I believe it was in February of this year. On 
the assumption you would have an increase in the price of crude, 
our figure was higher. What would happen in the steel industry and 
what oilfield tubular goods were going to cost back there when this 
budget was made up, was also a questionable item. It prompted us 
to look pretty carefully which way we were going to go. 

The Cuamman. Was your drilling program based in any sense 
on the cutdown of allowances by State regulatory bodies? 

Mr. Keeter. No. 

The Cuatrman. Has that not been a practice among oil companies, 
or some oil companies, that when their allowables were cut down, they 
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would then construct another well to make up for what they had lost 
by the reduced allowable? 

Mr. Keruer. I could not tell you to what extent that has influenced 
other companies. 

The Cuarrman. Have you noticed whether that does happen ? 

Mr. Keeter. Well, I could see where it could, but I haven’t par- 
ticularly noticed that, no. 

The Cuarrman. It hasn’t in your own company ¢ 

Mr. Keerer. Not to my knowledge, it hasn’t. 

The Cuarrman. It would not happen without your knowledge? 

Mr. Keerer. Yes; it could very easily happen without my knowl- 


edge. 

The Cuarrman. Who would have the knowledge that would enable 
us to get an answer to that question if we considered it necessary ? 

Mr. Keerer. You mean within our own company ? 

The Cuarrman. Yes. 

Mr. Keeter. I expect our production-department people would give 
you an answer, as to whether that has influenced their thinking; as 
far as I know it has not been called to the attention of the management 
in that way. 

The Cuarrman. Now, I would like to go into the question of these 
costs of new wells. As I take it, you have indicated the necessity to 
increase your posted price because of lack of supply. Is that right? 

Mr. Keeter. Yes ocean of the long-range lack of supply. 

The Cuamman. Have you lost business to your competitors as a 
result of your inability to get sufficient crude? 

Mr. Kreter. Well, we have lost some business where we haven't been 
able to supply our markets, but those haven’t been of significant vol- 
ume, and they have been momentary situations. Where you have a 
widespread operation of marketing facilities it is not always possible 
to have the materials just where you would like to have it, at the 
time you would like to have it there. 

You get into seasonal problems throughout the year and when the 
upper Mississippi River freezes up, it can change that situation, and 
perhaps it is a matter of distribution and maybe it is something else, 
but it is pretty hard to generalize on that. There are a lot of different 
factors. 

The Cuarrman. When you construct a well, what is the bookkeeping 
with respect to the cost? Is that charged to capital, or is it charged 
off to operating expense, as reflected in your income statement ? 

Mr. Keeter. I think I will have to submit a separate report on 
that, because I don’t feel that I am qualified to answer that question 
in the detail you want. 

(Mr. Keeler later submitted the following information :) 

In the accounts of the company drilling costs of producing wells are capitalized. 
Pursuant to permission granted by the income-tax regulations, the company 
charges intangible drilling costs to expense in calculating its taxable income. 

The Cuarrman. Well, in the petroleum industry and occupying as 
high a position as you do, with the Phillips Co., you are not able to 
tell me right off the cuff whether the cost of drilling wells is charged 
to capital expense or to operating expense? 

Mr. Keeter. No; you wanted to know the details of how that was 
built up and I couldn’t give you that. 

The Cuarrman. Which is it charged to? 





PETROLEUM STUDY 105 


Mr. Keevex. I know part of it, part of the wells capitalized, and 
it gets into this business of the depletion allowance, which I don’t 
feel qualified on. 

The Cuartrman. I am going to take depletion up next, and I am 
talking now about the exact cost. 

Mr. Keeer. To the best of my knowledge, the well is capitalized, 
to answer your question. 

The CuarrMan. You say it is capitalized? 

Mr. Keexer. Yes; from a general standpoint. Now, I don’t 
know 

The Cuarrman. Would that be subject to change by some other 
witness from your company ¢ 

Mr. Keeier. It might be. You asked me a question, and I tried to 
give you an answer. 

The Cramman. That is right, and I appreciate your endeavor to 
give the answer. 

Mr. Keeer. I want you to realize, Chairman Wolverton, that these 
oil operations are very extensive and manifold. Now, it is hard, and 
I appreciate that other companies probably have people that can 
answer any and all of your questions that cover all phases of opera- 
tion, but I do not think in our company that you would be able to 
get those answers, all of them, in the detail that you are asking here, 
without maybe furnishing you separate reports. We certainly want 
to give you facts, and I wouldn’t want to sit here and give you some 
misinformation, 

The CuairMan. I appreciate that, and neither do I want to embar- 
rass you by pressing for an answer which you frankly state you are 
not able to give. But I do appreciate the importance of answers to 
some of these questions that I am asking, as the committee lays a basis 
for whatever report it may make as to the necessity of a 25-cent barrel 
increase at this particular time. 

Mr. Kee ter. I will be very happy to get you that answer as promptly 
as I can. 

The Cuarmman. Now, what do you know about the chargeoff of the 
depletion allowance; what is that at the present time? Is that 27% 
percent ? 

Mr. Keeter. To the best of my knowledge, it is. 

The CHarmMan. Does that come out of income? 

Mr. Kerever. The depletion allowance, you say ! 

The Cuairman. Yes, so that you get a credit for that from the Gov- 
ernment; do you not? 

Mr. Krerer. Yes. 

(Mr. Keeler later submitted the following information: ) 

Answer: There appears to be considerable confusion concerning the operation 


and extent of the deductions allowed in the income-tax law for percentage deple- 
tion and for the intangible costs of drilling oil and gas wells. It seems to be com- 
monly believed that the oil operator gets a full 2714-percent of his entire gross 
income as a percentage-depletion deduction and on top of all this he also gets 
a deduction for the full cost of drilling his oil and gas wells. This view is not 
correct. Depletion is confined to the income from production. It is not availa- 
ble with respect to income from transportation, refining, or marketing activities 
The computation is separately made for each producing property. Section 114 
(b) (3) of the Internal Revenue Code permits a deduction of 27% percent of the 
gross income from each oil and gas property but at the same time limits the 
deduction so that it cannot exceed 50 percent of the net income from each such 
property. The tangible costs of drilling wells represented by tangible equip- 
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ment which has a salvage value must be capitalized and deducted as depreciation 
based either on the life of the equipment or of the production. The intangible 
costs of drilling represented by labor, fuel, hauling, and the like are permitted as 
a deduction but it is a deduction which operates to reduce the net income from 
the property. This factor accentuates the 50-percent net-income limitation. 
The following example will illustrate how the deductions would work out in 
connection with three specific properties on the assumptions stated: 


Property A | Property B oe Cc 


Gross income for year ‘ $10, 000 $10, 000 | $8, 000 
Operating expenses, including depreciation 2, 000 3, 000 4, 500 

Net operating income 8, 000 7, 000 | 3, 500 
Intangible drilling cost . ‘ . 6, 000 0 0 


| 


Net income from the property - -- fei 2,000 | 7,000 | 3, 500 
Depletion ptttatdadecnaceus 11,000 2 3, 700" 11,750 


Depletion as a percent of gross income _..-- | 10 7 21.9 
Tax saved through depletion at ! 52 percent tax rate earn $520 


i Depletion limited to 50 percent of net income from the property. 


It will be seen from the foregoing that the percentage-depletion deduction is 
not a flat and uniform 27% percent of the gross income of the oil operator even 
when the income computation is confined to each producing property. Attention 
is also called to the fact that the depletion deduction claimed in the tax returcr 
may in proper cases as to some properties be based on cost as allowed all tax- 
payers instead of upon a percentage of income. For example, if an oil operator 
paid $1 million to acquire an undeveloped property (and such payments are not 
at all unusual) and if the property after development disclosed a reserve of only 
500,000 barrels, the depletion would, when computed on a cost basis, amount to 
$2 for each barrel when produced. As to such a property the depletion compu- 
tation would, as you can see, be greater than if percentage depletion was 
claimed. As a consequence the depletion deduction claimed on the return of an 
oil operator, such as Phillips Petroleum Co., represents a composite of three com- 
putations each made as to each property. As to some properties the deduction 
would amount to 27% percent of the gross income therefrom, as to some proper- 
ties the deduction would be less than 2714 percent due to the 50 percent of the 
net income limitation; and as to some properties the deduction would represent 
the cost of the oil produced. 


The Cuarrman. And if you get a credit for the cost of drilling wells, 
as I am inclined to think you do, and I stand to be corrected if some 
other witness says to the contrary, then really the cost of all of this 
drilling is really paid for by the Government, or at least 52 percent of 
it: is it not? 

I assume you do not pay excess-profits tax. 

Mr. Kretrr. No. 

The Caareman. So it would be the straight tax of 52 percent; would 
it not? 

Mr. Kreter. I beg your pardon. 

The CHatrman. It would be the straight corporation tax of 52 
percent ¢ 

Mr. Keerer. I don’t feel qualified to answer your questions. 

The Carman. Very well, I won’t press the point. 

Mr. Keever. Thank you. 

The Carrom an. I will confer with you as to who could give us that 
information from your company 

Mr. Krerer. That is fine. 

(Mr. Keeler later submitted the following information :) 


A: Under a philosophy of government which is based upon the theory that 
everything the citizen owns and everything the citizen earns belongs in its en- 
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tirety to the government, it would be proper to say that any concession, either 
by way of rate of tax or by way of deductions in computing the basis for tax 
or government exaction, is paid for by the government. However, in my opinion, 
the theory of government in the United States is that everything the citizen owns 
and everything the citizen earns belongs to the citizen, subject only to sufficient 
exactions to satisfy the necessary costs of government. Consequently it is not 
proper to say that the cost of drilling oil wells, the cost of tilling farms, or the 
cost of constructing buildings is paid for by the United States Government merely 
by reason of the fact that the tax law permits a recovery of cost and the expenses 
of earning income. Congress long ago discovered that the revenue was actually 
increased when the tax structure contained a provision which, by reason of reduc- 
tion of rate for example, encouraged rather than discouraged taxable transac- 
tions. The capital-gains rate structure of the income-tax law is a classic example 
of a tax incertive which in the long run produces more revenue than would 
result in the absence of such a provision because it induces sales and exchanges 
which would not otherwise occur. The fact that such a provision results in leav- 
ing taxpayers with a greater amount of money, after taxes, than would other- 
wise be the case is no warrant for the conclusion that the additional amounts 
left after taxes were paid by the Government. The same sort of thinking is 
involved in the deductions for percentage depletion and intangible drilling costs. 
To the extent that the tax incentives represented by those provisions aid in 
inducing the oil operator to seek new reserves and to the extent that new oil is 
found, new sources of taxable revenue are created so that the Government in 
the long run has actually benefited from the increased sources of revenue much 
more than it has lost in current revenue by permitting the deductions. 

The CuatrMan. And maybe we can get some answers from some 
of the other witnesses who will appear 

The point I am trying to make and give notice of it, is that the 
25 cents a barrel increase does not in itself pay the bill. You are 
getting the benefit of a depletion allowance for tax purposes of 2714 
percent, and also I think that you will find that the cost of drilling 
those goes into reduction of income, so that those figures are very 
substantial. In your company they are exceedingly substantial, but 
I will not make mention of them until I have someone who can give 
the definite information. But it indicates at any rate that by the 
depletion allowance and by permission to charge off in your income 
the cost of drilling wells, it enables the companies to get a very con- 
siderable sum available to carry on their drilling without any 25-cent 
increase per barrel. 

Mr. Kereter. Chairman Wolverton, I think that you are inferring 
by your statements that there is a substantial amount of income and 
looking at it from the overall standpoint I certainly think that you 
will agree that for the high-risk business the tremendous hazard that 
an oil company faces in the business of finding oil and developing 
fields, that a return on total assets of 8.16 percent certainly would not 
reflect very much of a tremendous income angle has been at work with 
that regard. 

The Cyaan. I am not going to argue the question as to the 
advisability or the necessity or the propriety of those allowances at 
this time. I merely want to develop the figures that will illustrate 
the extent to which they could enable companies to carry on their 
drilling and explorations and so forth without any increase of 25 
cents or any other price per barrel that seems to have been the reason 
in this particular case. 

(Mr. Keeler later submitted the following information :) 

The increase in the price of crude oil is needed. Notwithstanding the fact 
that percentage depletion has been allowed and intangible drilling costs have 


been expensed rather than capitalized for income tax purposes, the rate of 
discovery of new reserves in relation to demand is increasing. The costs have 


36179—54—-—-8 
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increased greatly. Therefore it seems apparent that the incentive of an increase 
in the price of crude is quite necessary in order that new discoveries keep pace 
with the increasing demands. 

Mr. Bennett. Before you leave the question of costs, might I ask 
a question or two on that particular point? 

The CHarmrman,. Well, if you will, please, I will only occupy a 
few minutes more, although I will have to take it up later, but I 
appreciate the fact that some of you do have questions that you would 
like to ask. 

Now, may I inquire from those who are present, and who will 
testify today, whether there is the intention on the part of anyone 
to answer these 17 questions that appear in my statement of July 1. 
Don’t all answer at once. 

Mr. Witxers. I am with Socony-Vacuum, Mr. Chairman. I will 
try and answer them. 

The Cuairman. You represent what company ? 

Mr. Wiutzets. Socony-Vacuum Oil Co. 

The Cuarmman. And you can answer those 17 questions? 

Mr. Witters. I will try to. 

The Cuarmman. That is the most any of us can do. 

Mr. Keever. Chairman Wolverton, I don’t know that we could get 
it back here for you today, but I will certainly try to reduce to writing 
at least our opinion of the answers to those 17 questions. 

The Cuarrman. I appreciate, Mr. Keeler, your willingness to assist 
the committee. 

Mr. Pererson. My name is Peterson, of Standard of California. I 
will try my best to answer your questions. 

Mr. Burks. I am from Esso Standard, and I will answer them to 
the best of my ability, and some pertaining to crude production I think 
others can answer to better advantage because we are not a producing 
company. 

The CrHarrmMan. We appreciate that. 

Mr. Baxer. I am Hines Baker. You did not call my name. 

The Cuairman. I did not call any name but Mr. Keeler this morn- 
ing. 

Mr. Baxer. I am in the list of those referred to. 

The Caiman. I have not called any list of witnesses yet. 

Mr. Harrts. This morning when you first made the announcement 
that you had sent wires to four companies, and Mr. Baker represents 
the fifth company, which he has reference to that was not mentioned. 

The Cuarrman. I did not know whether he represented 1 of the 4 
or 1 of the 5 that you speak of, but certainly Mr. Baker will have an 
opportunity to be heard at his request. 

Mr. Baker. I will undertake to answer such of those questions as 
I am ina position to answer. 

The CuatrmMan. Well, it would seem from the answers, as I under- 
stand, Mr. Baker represents the Humble Co. 

Mr. Baxer. That is correct. 

The Crarrman. I gather from his response to my inquiry that, with 
such able men answering, we will probably get some real enlighten- 
ment on these questions that have been asked. 

Now, in view of the fact, I will not continue, Mr. Keeler, to ask those 
questions of you as you have indicated that you are not prepared to 
answer them today but will do so at a later time. 
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For the time being, and not because I have finished, I will recognize 
in order of seniority the members of the committee. 

Mr. Keeter. Chairman Wolverton, if you would like to interrogate 
me on those 17 questions, I am perfectly willing to go ahead with them 
now; or now if you want me to reduce them to writing, I would cer- 
tainly be happy to do so. 

The Cuarman. I may take advantage of your suggestion later, 
after some other members of the committee have had an opportunity 
to ask questions that they are interested in asking. So I have indicated 
that t heave not finished the line of questioning that I wish to make. 


(Mr. Keeler later submitted the following answers to the 17 ques- 
tions :) 


ANSWERS OF W. W. KEELER, VICE PRESIDENT OF PHILLIPS PETROLEUM Co. TO 17 
QUESTIONS PROPOUNDED BY CHAIRMAN WOLVERTON 


Question 1: Do the increased prices truly reflect the operation of normal mar- 
ket factors of demand and supply, or are they the result of other causes? 

Answer: I believe the increased prices reflect the operation of normal market 
factors of supply and demand from a long-range viewpoint. I have covered 
this in my prepared statement but I might add that the Paley Commission has 
stated that the future rate of oil production in the United States will depend 
primarily on the rate of discovery of additional reserves relative to demand and 
has estimated that by 1975, we will have to double present production. On the 
subject of meeting this demand, the report states: 

“New discoveries and developments must accordingly run about 1.4 times 
annual production. Except during the Second World War when the steel short- 
age greatly limited exploration and in the depression of the thirties when incentive 
for exploration was small, new discoveries and developments have exceeded 
this ratio by a considerable margin.” 

Subsequent to the time of the Paley report, the domestic industry had a 
record-breaking drilling program in 1952 of 46,000 wells. The ratio for that 
year was only 1.2, as compared to the ratio of 1.4 mentioned in the Paley report 
as being essential to the national security. The 0.2 difference in the ratio 
represents approximately 450 million barrels of oil. In addition to the need 
to stimulate greater drilling, the substantial increase in costs suffered by the 
petroleum industry, without any corresponding increase in prices, was an im- 
portant factor as I pointed out in my prepared statement. 

Question 2: Was an invitation for someone else to start these price increases 
issued last May by our biggest oil company? 

Answer: No. Phillips Petroleum Co. did not raise the price of crude at the 
invitation of anyone. 

Question 3: How did it happen that when one company initiated a price in- 
crease, all of the others so quickly followed suit? Was this an expression of 
free competition? 

Answer: I cannot say what was in the minds of our competitors. Approxi 
mately half of our main competitors waited 2 days before meeting our increased 
prices. One important competitor met our price on the same day in most areas 
but raised the price an additional 5 cents per barrel for certain fields in Texas. 
We promptly met that increase in order not to lose valuable sources of supply. 
Presumably, our competitors met our increased prices for the same reason. It 
seems reasonable to believe also that the same economic factors which prompted 
‘hillips Petroleum Co, to increase the price in the first place, as related in my 
prepared statement, motivated our competitors. I believe this was an expres- 
sion of free competition. 

Question 4: Did the company initiating the increase in the price of crude oil do 
so because it had been losing business to competitors? 

Answer: No. 

Question 5: How can the increases in crude oil, gasoline, and fuel oil prices 
be justified today in view of our having the greatest proved reserves we have ever 
had, record rates of production, high inventories of products, high imports, and 
an excess of production capacity of a million barrels a day over current rates of 
production? 
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Answer: This question is fully answered in my prepared statement. In con- 
nection with the justification of our increase in the price of crude oil, I have 
pointed out that the record level demand, a factor not mentioned in the question, 
must necessarily be considered in relation to the supply. 

Question 6: How can the fuel-oil-price increase be substantiated at this time 
in view of the high level of stocks and seasonal ebb in demand? 

Answer: I presume this question refers to distillate fuel oil used for home 
heating and not to residual fuel, inasmuch as residual fuel stocks are not high 
and the demand is firm. With respect to distilate fuel oil, while the stocks are 
higher than norma! at this time of year, particularly on the east coast, that 
means that refiners will need to add slightly less than the usual amount to stocks 
during the summer in preparing for the high winter demand. Ordinarily an 
increase in the price of crude oil is reflected in increased prices of the various 
petroleum products due to increased costs. The operation of supply and demand 
factors in this competitive market will determine whether or not the recent 
product price increases will hold. 

Question 7: Is the increase in the price of fuel oil an expression of a policy 
of discouraging consumers from using oil for fuel? 

Answer: No. 

Question 8: Has domestic production been so restricted as to jeopardize or 
reduce supply below current demand through the manipulation of the rates of 
oil allowed to be produced by the Texas Railroad Commission, or other 
commissions? 

Answer: No. 

Question 9: Why has the Texas Railroad Commission, since the increase in 
the price of crude oil, now raised the amount of oil which may be produced, 
although stating that production still exceeds demand by 400,000 barrels daily? 

Answer: I do not believe that the Texas Railroad Commission allowables 
since the increase in the price of crude oil were fixed as a result of or took into 
account the increase. I am not familiar with the statement referred to in the 
question. 

Question 10: In what way do the sustained high earnings of the oil companies 
show a need for price increases to meet rising costs? 

Answer: We feel that earnings of oil companies are neither “high” when prop- 
erly appraised nor are they “sustained” since records show oil-company earnings 
were less in 1952 than in 1951 and still less in the first quarter of 1953 than in 
1952. Oil companies are in no better position to absorb increased costs than 
were many other industries which have increased prices to keep pace with in- 
creased costs. The earnings of oil companies must be considered in the light of 
the following factors: 

(1) To a large extent current oil production is the result of discoveries made 
years ago at much less cost than the cost of new discoveries. Stated profits do 
not take into account this greatly increased cost of replacing the oil produced. 

(2) Earnings in relation to assets employed are falling. They have consist- 
ently been lower than earnings of many other industries which have raised prices 
to keep pace with increased costs. The following examples are illustrative. 


Earnings—percent on total assets at end of year 





1952 





General Motors- ~~... pietotecaty — a 
i RRR eR aR: * 8 ERE ON ananiie 
General Electric........ 
Phillips Petroleum Co-_. 


(3) Due to inflation the purchasing power of a dollar is only approximately 
61 cents today as compared to 10 years ago. Asa result of this one factor alone, 
the same company with the same assets should earn $1.64 in 1952 for each 
dollar it earned in 1943 just to keep even with decline in purchasing power. To 
a certain extent this inflationary factor is duplicated in item (1) above, but 
there are many other factors affecting the increase in cost of reserves other 
than the inflationary one. 

It is obviously a distortion to compare total profits of an oil company in past 
years with the present without taking into account the increased assets em- 
ployed in the business. The profits of a company having total assets of $500: 
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million in 1953 should not be compared with the profits of the same company 
10 years earlier when it had total assets of only $100 million, except on a basis 
of return on total assets, total net worth or some other base which takes into 
account the increased capital employed. 

Question 11: In view of the record drilling in 1952 of nearly 46,000 wells, and 
a continuation of drilling through the first quarter of 1953 at the same rate as 
1952, what is the need of a price increase as incentive for additional drilling of 
wells? 

Answer: This question is fully answered by my prepared statement. 

Question 12: How far has the change in the rates of ocean tankers affected 
downward the price of heating oils on the eastern seaboard, inasmuch as the 
increased rates for tankers were urged a year ago as reason for a need to increase 
such prices? 

Answer: Our company has no experience in tanker transportation of products 
and marketing them on the east coast and, therefore, I do not feel qualified to 
give an answer to this question. 

Question 18: Why has California, a traditionally large supplier of oil, been 
forced to import oil from other areas to supply west coast consumers, and to 
increase prices, reportedly to meet the higher costs of such imports? 

Answer: Our company’s activities in California are limited to a small pro- 
ducing operation, and we feel that those operating on an extensive scale in that 
State are better qualified to answer this question. However, it is common 
knowledge that there has been an actual shortage of crude oil in that State for 
some time. 

Question 14: Will the increased prices of crude in this country now be met 
by greater imports from Venezuela, the Middle East, or elsewhere, because crude 
oil prices there are lower, or will prices be increased so this will not follow? 

Answer: Since these questions were propounded, increases in the price of oil 
have been announced in Venezuela and in the Middle East. We do not feel quali- 
fied to answer the question as to whether or not imports will increase or de- 
crease. 

Question 15: Will the new foreign voluntary agreement just entered into by 
our companies operating abroad permit the distribution of any world surplus 
of oil that might arise, such as were Iranian production again to materialize, 
just as it covered the distribution of the deficit when the Iranian refinery at 
Abadan was shut down? 

Answer: Phillips Petroleum Co. is not a participant in the agreement re- 
ferred to, and [ do not feel qualified to answer the question. 

Question 16: Do the increased prices of gasoline and fuel oil merely repre- 
sent a foretaste of the higher prices which the major oil companies have inti- 
mated would follow the enactment of any policy to restrict imports? 

Answer: No. Certainly insofar as Phillips Petroleum Co. is concerned its 
increased prices had no relation to any proposal to restrict imports. 

Question 17: Are the higher prices for crude oil the result of some under- 
standing reached to avoid enactment of a policy restricting imports? 

Answer: I know of no such understanding. Certainly, the prices posted by 
Phillips Petroleum Co. were not the result of any such understanding. 


The Cuarrman. Mr. Heselton. 

Mr. Heserton. Mr. Keeler, did you actively participate in arrang- 
ing for this increase? 

Mr. Kererer. Yes. 

Mr. Hesexton. How many others of your company ! 

Mr. Keeirr. To the best of my knowledge, the majority of our 
executive committee, and I don’t know just what that number was. 

Mr. Hesetron. The executive committee ? 

Mr. Kee er. I say to the best of my knowledge, the majority of 
the executive group. 

Mr. Hesevton. How did you happen to arrive at 25 cents? 

Mr. Kerter. I beg your pardon ? 

Mr. Hesevron. How did you happen to arrive at 25 cents? 

Mr. Kererer. Well, it is a figure that certainly there was no desire 
on our part to want to disturb the economy of the country. We think, 
and it is with considered speculation, we hope that 25 cents will be 
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the incentive that it is going to take to provide substantial increases 
in the drilling of wells. Now, that is going to be something that we 
will have to find out. The 25 cents certainly does not recover nor have 
we based our justification for an increase on recovery of the costs 
commensurate with the increase that we have had in our expenses. 

Mr. Hesetron. You say it does not recover them ? 

Mr. Keeter. No, sir; and there was no effort on our part to try to 
recover those costs on that basis. 

Mr. Heseiron. What figure would cover the expenses ? 

Mr. Keeter. I believe it would be somewhere around $1.25 a barrel. 

Mr. Hese.ron. Are we to take from that that we have to anticipate 
an increase up to $1.25 in the near future? 

Mr. Kereter. No, sir; I do not think that at all. I think that the 
real thing, that, of course, we are after, is to stimulate the further 
exploratory progr am to the extent that we can be assured that we are 
going to have ample supplies of crude oil. 

Now, in our judgment, and our judgment may not be correct, in 
our judgment we thought that 25 cents would do this, and we have 
made that raise. That will remain to be seen. 

Mr. Hesevron. Do you anticipate another rise ? 

Mr. Keerer. No, sir; we have not thought about another rise. L 
think we will have to wait and see what develops. 

Mr. Heseirron. How much consideration did that committee give 
to the extra cost to the consumers ¢ 

Mr. Keetrr. The management of our company, of course, weighs 
that considerably. We think that there is no doubt that from the 
standpoint of the economy that it would have an impact. We recog- 
nize that. We felt that was a conservative position to take in view 
of the rising cost. Certainly from the consumers’ standpoint we felt 
that the public recognizing and realizing that the costs had gone up 
as they have, when in comparison to other industries they have made 
adjustments during this same time, we feel that the public in general 
would accept that. 

Mr. Heseiton. You mean they have to accept it, do you not? 

Mr. Kxexxer. No; they do not have to accept it. 

Mr. Heseuron. What are they going to do? 

Mr. Keerer. I believe you are from Massachusetts. 

Mr. Hesetron. What are they going to do, refuse to buy ¢ 

Mr. Keever. They certainly have had situations in the past. I 
think that this takes place any time where you have the pressing 
upward of prices on any economic balance that you have an adjust- 
ment and have a new level up here, and then you go into normal 
supply-and-demand situations, that is, current supply-and-demand 
situations, certainly I do not know that is the case. I called your 
attention to the fact that in 1948 we calculated that the situation 
required a 35 cents a barrel increase, and we placed that increase 
into effect. 

A few of our competitors in the particular areas where the connec- 
tions were very desirable met our increase. I do not know 

Mr. Heserron. Do you know of a single company that has not 
increased prices ¢ 

Mr. Keeter. I do not know of a single company that has not, but 
it is very possible that there may be. I just do not know. The crude 
rise is not the same throughout the country. 





PETROLEUM STUDY 113 


Mr. Hrseuron. The major companies have all increased the prices 
to the ultimate consumer; is that not right? 

Mr. Keeier. Yes; but my point is that it is not the same amount. 
There may be some economic factors at work that will change some 
of those. We raised the price, for instance, in the Pend O’Reille field 
in Montana 514 cents and 8% cents at Cut Bank, Mont. On the gulf 
coast there are certain fields that carry a 30-cent figure and others 25. 
I am just not prepared to say. I would certainly hope that it would 
remain. 

Mr. Hesexron. I received last week information that if these in- 
creases had been imposed and maintained for 6 months, the total addi- 
tional cost to the users of petroleum would be at least $325,500,000. 
They would not go beyond that because they do not know what the 
demand situation will be But I think you have indicated this morn- 
ing, and other responsible men in the industry did indicate that they 
anticipate an increase in demand in the foreseeable future. 

Would you care to comment on that estimate of additional cost as 
to whether it is sound ¢ 

Mr. Kre.er. I do not know whether that is a sound estimate or not. 
I know that it will represent if higher products costs are adjusted to 
this a substantial amount of money. am not prepared to confirm 
those figures that you have just read me. 

Mr. Hesevron. You would not challenge them ? 

Mr. Keruer. I reserve judgment on the figures, Mr. Heselton, be- 
cause I just have not put them in that particular light. 

Mr. Hesevron. In the consideration that you gave to the consumer 
in this matter, did anybody in the company estimate what the addi- 
tional cost would be in terms of your products? 

Mr. Kreter. Yes. There were some estimates made of how much 
this would affect the overall balance. 

Mr. Hesevton. What was the estimate? 

Mr. Keexrr. I believe that figure was roughly 2 million 8. 

Mr. Hesertron. For what period ? 

Mr. Keever. That is for an annual period. 

Mr. Hesevron. How much crude do you produce in contrast to 
what you purchase ? 

Mr. Keever. We are producing right now in the neighborhood of 
126,000 barrels, and we are refining in the neighborhood of 240,000 
barrels a day. 

Mr. Heseiton. What is the first figure? 

Mr. Keerer. 126,000 barrels per day. 

Mr. Hrsevton. I think you used the word net. 

Mr. Keerer. No; we were a net purchaser of crude. In other 
words, that difference is 114,000 barrels of crude that we are having 
to buy. We do not produce enough crude to supply our needs. We 
have to go out and buy. We are a purchaser, in other words. 

Mr. Hrserron. Did any of the suggestions of an increase come from 
the people from whom you buy? 

Mr. Krerer. You mean have they raised the price of crude on us? 

Mr. Hrseiton. No. You raised the price of crude, as I understood 
it. Did anybody suggest that to you, that is, any of your suppliers? 

Mr. Kretrr. No; I did not understand your question. We have 
had these suggestions from people that we purchased crude from. 
Certainly there has been a wave of people—all these little independent 
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businessmen—who said they just cannot continue with this ever-rising 
cost picture, and they have told us that they do not know whether 
we can be assured of a continued connection. To that degree, they 
have talked to us that they are going to have to have more money for 
the crude oil. ‘ 

Mr. Hrsevron. I want to ask for one further figure. As I have it, 
in 1948, your net income was $72,630,917. 

Mr. Keeter. $997. 

Mr. Hesevron. We have in the record from a witness last week : 
contrast of the profits of integrated oil companies, that is, net after 
income taxes between 1940 and 1948, listing 12. Can you give me your 
figure of your net after income taxes in 1940! 

Mr. Keever. Our net profits? 

Mr. Hesexton. Yes. 

Mr. Kerver. The earliest report that I have with me is 1948, but I 
can certainly provide you with that figure. 

Mr. Hesevron. I wish you would do it, because I would like to see 
how the percentage of profit increased in that period. There is a list- 
ing of these companies: Percent of 

profit increase 
Atlantic Refining . : ns 316 
Continental Oil___._____-_ cellicecnieteaanie ; Sepueae ae ae 
REE ee Csi eee a j Bit Au as 593 
Mid-Continent Petroleum____- pdeats Vober 731 
Pure Oil Bs: tecnes gam ; thant pe . wha sephen caine Oh 377 
Shell Union Oil an : 611 
Sinclair Oil_____- 
Socony-Vacuum Oil 


Mr. Heserton. Will you furnish the percentage of increase in your 


case ? 

Mr. Keexrr. I will be very happy to. 

(The information is as follows:) 

The percentage of increase in the rate of earnings of Phillips Petroleum Co. 
and subsidiaries on total assets from 1940 to 1948 was 144.92 percent, the rate 
in 1940 being 5.12 percent and the rate in 1948 being 12.54 percent. However, 
the year 1948 was a peak year for oil-company earnings. Since that time the 
rate of earnings has declined substantially. If the 1940 earnings rate is compared 
with 1952, the percentage of increase is substantially less, namely, 59.37 percent, 
the rate of earnings in 1952 being 8.16 percent. Total income in 1940 was 
$11,590,317 and in 1948 $72,630,997, an increase in total income of 527 percent. 
Total income in 1952 was $75,284,261, an increase from 1940 of 550 percent. But 
during the same period the total assets of the company increased substantially. 
In 1940 they were $226,559,130; in 1948, $579,273,529; and in 1952, $922,936,015. 
Moreover, all increases should be viewed in the light of the drastic reduction in 
the value of the dollar since 1940. 

Mr. Kererer. I want to point out that sort of figure certainly does 
not mean anything. 

Mr. Hesetron. It may mean something to the consumers of the 
country when it is asserted that they can do something about this when 
in fact they cannot do anything about it. 

Mr. Krerrr. I am sure that the consumers of the country, if they 
have a certain set asset, they are interested in knowing how much 
money is returned from that asset. I think if you review your figures 
of those different companies—I have not gone into that particular 
tabulation you are talking about—on the basis of the return on the 
assets, you will find that these companies have not made a very high 
profit. I think you will find further when you compare them, and I 
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have a comparison here if you care to go into it, from the standpoint 
of other industries, the oil industry certainly is not returning the 
largest percentage on assets. There are several companies that are 
returning higher figures. 

I also point to the fact that the oil companies’ return on assets is 
decreasing. In 1952 over 1951, the Chase National Bank shows a 
substantial decrease in their report. 

Mr. Hesevron. That is all, Mr. Chairman. 

Mr. O’Hara. Mr. Bennett. 

Mr. Bennett. Mr. Keeler, in your prepared statement you say that 
the total cost of discovering and producing oil has increased 50 percent 
since December 1947, and yet there has been no general increase in the 
price of crude oil. Does that mean that the oil companies have been 
absorbing this extra cost over that period ¢ 

Mr. Keerer. Substantially; yes. 

Mr. Bennett. Is not that an unusual situation ‘ 

Mr. Keerer. We think it is. 

Mr. Bennett. That a company can absorb 50-percent increase in the 
cost of its production without increasing the cost of its product ? 

Mr. Kreter. We think that very definitely is. If the oil companies 
were made up solely of production companies—and that was my 
point—much of this crude comes from the small independent busi- 
nessman who does not have an integrated operation to help absorb 
those additional costs. 

Mr. Bennett. Have the costs of your company gone up 50 percent 
over this period ? 

Mr. Kereter. For the drilling and exploration of wells? 

Mr. Bennett. Yes, developing and producing and discovery. 

Mr. Keeter. Yes. 

Mr. Bennetr. And in spite of that 50-percent increase in your cost 
you have been able to operate profitably ? 

Mr. Kretrr. No, I would not say that. Well, we have operated 
rofitably. We certainly have not gone up like these other companies 
1ave in the spread of profits based back on the total assets with some 

of these other industries. 

Mr. Bennett. I am not talking about that. I am talking about the 
ability of any industry to be able to have its costs of production in- 
creased 50 percent and being able to absorb that without increasing 
the price of its product. What I am getting at is that there must be 
in the case of the oil companies a substantial cushion to be able to 
permit you to absorb any such increase. 

Mr. Krerer. The exploration and drilling of wells is one part of an 
oil-company operation. Those costs have gone up. 

Mr. Bennett. You say they have gone up for everything. You 
used the term in your statement, the total cost of discovery, develop- 
ing, and producing has increased 50 percent. 

Mr. Kretrr. There is one thing that I think I should point out to 
you, Mr. Bennett, along that line. It may have been lost. We thought 
possibly it was recognized by the way we presented it in the prepared 
statement. That is this point. We are right now operating on crude 
that was discovered and developed 5 to 15 years ago, and it was at 
substantially lower cost. We just cannot keep on going this way. We 
feel this is urgent. We feel that with these costs we have to do some- 
thing. We think you are aware of the fact that during the time of 
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price control that there were several attempts made to raise the price 
of crude. There were several requests to consider the raising of the 
price of crude in various areas. That same situation sora we 
think, has existed for quite a period. The time to replace these lower 
cost reserves is now. We just felt we could not hold off any longer on 
attempting to give an incentive to the drilling of some more wells. 

Mr. Bennett. Do you know of any substantial industry in the 
country that can stand a 50-percent increase in the cost of production 
without increasing the cost of its product ? 

Mr. Keeter. I do not believe that I do. But I do not believe that 
1 am qualified to really give you an answer to that. 

Mr. Bennett. The price of steel, for example, is one of the bi 
items that go to make up the costs in your industry; is that not true 

Mr. Kereier. That is right. 

Mr. Bennerr. The cost of steel, according to your statement, the 
mill price of finished steel has increased 43.1 percent over this same 
period. 

Mr. Keexer. Yes. 

Mr. Bennerr. That is because their cost of production has in- 
creased, and they passed the cost on to the consumers; is that not so? 

Mr. Keetrr. That is right, and that is exactly what happened in 
the oil industry, and we have not passed that on and we should have. 

Mr. Bennett. What I am wondering is how you are able to survive 
unless you have a lot bigger cushion to operate on. 

Mr. Kerter. You are missing one point. 

Mr. Bennetr Just a minute. Let me finish my question. 

The question in my mind is how you are able to survive. when ap- 
parently you are the only large producing industry in the country 
that can have its cost increased 50 percent over this period we are 
talking about without you passing on any of that 50-percent increase 
to the consumer. 

Mr. Keeter. Mr. Bennett, you are from Michigan, I believe, where 
they manufacture a lot of these automobiles. 

Mr. Bennett. Yes. 

Mr. Keever. If the automobile manufacturers had gotten their 
steel and had fabricated their parts for an automobile 5 to 15 years 
ago, it stands to reason that those parts were going to go into an auto- 
mobile that would produce a cheaper car; is that right? Now, if the 
automobile manufacturer would use up—and he sees the end of it in 
sight—those lower price parts, and these new parts that are coming 
in are costing more, he is going to have to sooner or later do something 
ubout his price. 

Mr. Bennetr. That is absolutely true, and they have. 

Mr. Kerrer. You call that a cushion. If you want to call it that, 
that is the kind of cushion the oil industry has. I feel that it is closer 
to saying that we have possibly an inflated statement because the cost 
to replace the raw materials we are now producing in our plants and 
refineries and facilities have gone up considerably more, and we do 
not have any increase in price on that raw a 

Mr. Bennerrt. I know this is true. 

Mr. Keerer. We just cannot go on indefinitely that way. 

Mr. Bennerr. Of course not. I am trying to find out how you have 
been able to do it this long. The only answer I can come up with, and 
I am not an expert on these matters, is that if you can absorb a 50- 
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percent increase in cost when no other concern can make a similar ab- 
sorption, you must be in a unique position profitwise. 

Mr. Keeter. Is there any other concern that you want to compare 
it with which would have a similar situation where their raw ma- 
terials have to be found and have assured supplies 5 to 15 years in 
advance of the day that they are grinding them into products? 

Mr. Bennett. I just know generally speaking, and I think that is 
borne out by your statement, the costs of production are passed on. 
That is necessarily true. Here we find an industry that can absorb 
50 percent; 50 percent is a substantial increase, is it not? 

Mr. Keeter. I will tell you this, Mr. Bennett, that the Phillips Pe- 
troleum Co. recognized just exactly what you are saying, and they 
tried their very best back in September 1948 to do just the thing you 
are talking about. 

Mr. Bennett. What I mean is that if you were able to get along 
from 1947 to June of this year absorbing a 50-percent increase in cost 
of production, which you say you have, and able to get along on a sub- 
stantial profit margin during that period where is the necessity of 
putting this increase into effect? 

Mr. Kreter. How are we going to replace those low-price reserves 
unless we have a crude price increase? 

Mr. Bennerr. According to your own statement this increase only 
accounts for 10 percent of the increased cost over that period. So 
in effect even with this increase, according to your figures you are still 
absorbing 40 percent of the cost. 

Mr. Keexer. That is true. 

Mr. Bennerr. And I am wondering how you can do it. 

Mr. Keeter. That is true. We are absorbing. I think it is very 
possible that the situation would not adjust itself in the future. We 
did not know what we would be facing. We were hoping that this 
Government would stop this endless chain of price spiraling and in- 
flation. That has not happened. The automotive industry in your 
own State, the steel industry, the labor situation is still continuing. 
We really faced the possibility of having lower costs. 

I want to also call your attention to the fact that along with the 
lower cost raw materials which we found several years ago, that 
we have had substantial improvement in technological developments 
that have permitted us to maybe carry a part of this load. 

Mr. Bennett. Is it fair to say that this 2714-percent depletion 
charge is the main thing that permits you to absorb these extra costs 
without passing them on to the consumers? 

Mr. Keetrr. I do not know. I cannot really give you that answer. 
I am not qualified to give you that answer. 

Mr. Bennerr. Do you have somebody in your company that could 
answer that? 

Mr. Krruer. Yes, but they are not present here today. I would cer- 
tainly be happy, if you like, to try to have that answered for you. 

(The information follows:) 

It is not fair to make that statement. The main thing which permitted the 
postponement of the increase in price was the fact that during the years in 
question the products sold to consumers were being manufactured to a very 
large degree from crude-oil reserves acquired in earlier years at low cost. 

Mr. Bennerr. Thank you; that is all. 

The Cuarrman. Mr. Rogers. 
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Mr. Rogers. I believe you stated that you bought some 142,000 bar- 
rels of crude oil that you used in your refineries; is that true? 

Mr. Keever. No; we bought 114,000 barrels. 

Mr. Rocers. And you produced yourself how many ¢ 

Mr. Kreirr. About 126,000 barrels. 

Mr. Rogers. Then you have not gained so much by this increase in 
crude oil. 

Mr. Kereter. No. 

Mr. Rogers. Very little? 

Mr. Keeter. Very little. 

Mr. Rocers. This 25 cents’ increase that you posted on June 15, 
how much has the price of gasoline’ per gallon gone up since this 
price in crude oil was posted by you? 

Mr. Keeter. How much has the price of our gasoline gone up? 

Mr. Rocers. Yes; or any other gasoline sold by ‘Standard or Esso. 

Mr. Krerer. I think that has varied in different parts of the coun- 
try. For instance, in some of our operations, the price has not been 
reflected yet in certain areas. I think, by and large, there has been 
a corresponding adjustment to pretty well balance out against this 
crude rise. 

Mr. Rogers. Would an initial increase of 25 cents per barrel of crude 
oil justify the increase in gasoline that has been put in effect by Esso 
and other companies? 

Mr. Krrrer. I would think you have this situation. The price of 
crude increase is going to improve your long-range development of 
oil property and bri ing in reserves. By the same token, though, the 25 
cents a barrel increase is going to mean an additional cost to the 
refiner. Very likely the thing that will happen there is that you would 
have an adjustment for that difference. The refiner will make adjust- 
ments. I think we have seen some of that. I believe that in the 
heavier oils that has not been reflected as yet, but I would anticipate 
that it probably would. 

Mr. Rocers. On an average, Mr. Keeler, how many gallons of re- 
fined gasoline do you get out of a barrel of crude oil?” 

Mr. Keevrr. That will run roughly about 50 percent on our 
operation. 

Mr. Rogers. How many gallons would that be out of a barrel of 
crude ? 

Mr. Kererrr. A barrel of erude oil has 42 gallons to a petroleum 
barrel, and that would be 21 gallons of gasoline. 

Mr. Rocers. What would be, then, the proportion of increase to 
the refiner as compared to the increase in crude oil? What I am 
trying to get at is how can these companies justify the increase in 
what they “make on gasoline per gallon as compared to the increase 
of the crude oil. 

Mr. Krerer. I do not know. I cannot, of course, speak for the 
other companies. We did not initiate any rise in price on products. 
But there have been, and we followed where our competitors have 
raised prices. The really big markets that are involved so far are 
outside of our regular marketing territory. They are substantially 
here on the east coast. From that standpoint, I am not too aware 
of the market situation to say just how much of that is being absorbed 
by gasoline, and how much by distillate or how much by some other 
product. 
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Mr. Rocers. What is your ,asoline selling for on the market now ? 

Mr. Kereter. Our house brand gasoline was 10.375 a gallon be- 
fore this increase, and on July 1, 1953, it was 11.375, a cent a gallon 
increase. 

Mr. Rogers. What would that cost the consumer to purchase when 
you take into consideration the taxes? 

Mr. Keeter. After you take into consideration the taxes? 

Mr. Rogers. Yes. How much would that be per gallon? 

Mr. Kererer. That motor fuel will vary according to the State. 
Different States have different taxes. We are talking about some- 
thing up around to 27 and 28 cents a gallon, I believe, probably on 
the average, although there are some States that have considerably 
more taxes than others. 

Mr. Rogers. I have been using Esso to some extent, but the price 
has been increasing lately, and I think it has gone up here in the 
District a cent and a half or 2 cents in the last 6 months. I believe 
the last price was 303% cents per gallon, and it went up since this 
increase in the crude oil. 

Mr. Keerrr. That was a group 3 price that I was giving you there. 
On the Gulf Coast Platt Oilgram quotations the price has gone up 
from 10.75—this is house brand gasoline—to 1114 cents. That is a 
half cent a gallon increase. That is the quotation of Platt’s Gulf 
Coast dated July 1, 1953. So I do not think that products prices 
have been the same necessarily all over the country. As I said a little 
bit ago, there are a lot of factors that enter into that problem, and I 
just do not know what their problem is here. 

Mr. Rocers. This is the last question I have. What is the usual 
difference between your price and the charge to the consumers without 
regard to tax? 

Mr. Keeter. In other words, you mean how much of it is taxable? 

Mr. Rogers. No. What is your charge to the consumer? 

Mr. Keerer. We have no direct marketing outlets. Our company 
does not have any direct company marketing outlets. We sell to 
people who have leased our stations and to jobbers and to terminal 
operators who are handling our gasoline, 

Mr. Rogers. How much is your usual charge to them ? 

Mr. Keeer. I was giving you these prices here. There are some 
variations depending on the type of operation a fellow has. If he is 
in the filling-station business or if he is a jobber handling and has 
a big terminal, that is another situation. 

Mr. Roeers. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Pelly. 

Mr. Petry. Mr. Keeler, during the past 10-year period that was 
covered by those figures which you gave in response to the chairman’s 
inquiry, you were expanding a lot. Did you have the benefit of 
certificates of necessity and accelerated depreciation for any of those 
new facilities? 

Mr. Kreter. Yes; we did have. 

Mr. Petxy. And those will all be written off in a relatively short 
time and taxwise it has helped you considerably, has it not ? 

Mr. Keretrer. It helps you at the moment, and then on down the 
road I am not so sure that it is not going to end up reflecting on your 
statements. 
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Mr. Perry. You applied for them. You must have thought it 
would help you. 

Mr. Keeter. I think from the type of company we are, we certainly 
had to have that incentive, that tax amortization to build up some of 
these plants that we built at the urging of Government. 

Mr. Petry. I notice in the figures that you quoted and all references 
and ratios you have given, you have referred to the gross assets and 
the fact that the percentage of profits in ratio to the gross assets for 
a 10-year period an increase—— 

Mr. Keexer. I think I gave you total assets. 

Mr. Petiy. Well, total assets. 

Mr. Keeter. Yes. 

Mr. Petry. Actually, would it not be fair to compare your earn- 
ings with your net assets or your net worth / 

Mr. Krrxer. Let me give you something. ‘The chairman told me 
he was going to ask this, and I think I got on another subject, and 
he did not get a chance to ask the question. He wanted to know how 
those assets were gotten together, and what they amounted to. I 
think that I ought to see if I cannot get that description for you. 
Total assets represent our current assets which are cash, any United 
States bonds or any bond like that which we have, notes and accounts 
receivable, less reserve, inventories, crude and refined products, mate- 
rials and supplies at cost or condition value, notes, accounts receivable 
and contract advances, and investments less reserve, capital assets, 
properties, plants and equipment, and that is less reserves for depre- 
ciation and depletion. That is the figure. 

We have, of course, prepaid and deferred charges. Those sum up 
to a figure of our assets. 

Mr. Petiy. Those are the figures that you read ? 

Mr. Keewer. Yes. 

Mr. Petty. But actually the investment that the stockholders have 
in the company is represented i in the net worth. In other words, the 
assets less the liabilities. So that your ratio of profit really should 
be compared with the investment that your deckidohdens have in the 
business. I think that it would be interesting to me to know over 
that 10-year period what the actual stoc kholders had in there and not 
what your total assets were. In other words, the net worth of the 
company. You started in in 1943 with a $14 million net profit, and 
you end up in 1952 with the highest one you made of $75 million net 
profit, and I am interested to know how that relates to the investment 
that the stockholders have in the business, the net worth. Do you 
have the 10-year figures on the net worth? It must be down there if 
you have the balance sheets for those years. 

Mr. Keeter. I was trying to figure out whether you were talking 
about current liabilities and long- term debt and deferred credits. 

Mr. Petty. No; I am talking about the net worth of the company, 
the assets less the liabilities. 

Mr. Keerer. I think there is more than one way to express that. 

Mr. Petzy. What does your capital stovk show plus your surplus? 

Mr. Krerer. You want capital and surplus. Is that the figure you 
are looking for? 

Mr. Petiy. Yes, for the 10- year period. 
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Mr. Keeter. In 1943 our capital and surplus, that is, common and 
capital stock authorized, issued, and outstanding, and the earned sur- 
plus, was a tota] of $211,559,228. 

Mr. Petty. Could you give me what it was in 1952? 

Mr. Keever. Yes, sir; I believe I can, $613,452,013. 

Mr. Pewiy. In other words, the return on the equity of the stock 
holders in 1948 was $14 million on a total investment of $211 million, 
and in 1952 it is $75 million on $615 million equity of the stockholders. 

Mr. Keecer. Yes. 

Mr. Perry. That changes the ratio considerably from the assets, 
the figure we had before. I think that clears the picture for me, Mr. 
Chairman. Thank you. 

The Cuarrman. Mr. Pelly has indicated he is satisfied with the 
answer you made. Are you satisfied you have given as full an answer 
as is necessary to explain the situation ¢ 

Mr. Keevrr. As far as I know. I do not know, of course, what 
significance he places on that. 

Mr. Petty. What I am getting at is this: That the earnings to the 
stockholders are considerably better than 10 percent. We had a figure 
before from you of 8 percent. 

Mr. Keerrer. The stockholders are earning more than 10 percent. 

Mr. Petiy. On their investment, that is, the stock plus the surplus. 
On $615 million investment, the return was $75 million after taxes. 

Mr. Kerrier. Have you compared that figure lately with a no-risk 
business of some of these other industries in the country ? 

Mr. Petry. I am not indicating at all that I do not think it is a 
reasonable return. 

Mr. Keerer. That is fine. 

Mr. Pruiy. I wanted to get a true picture of the situation. 

Mr. Kereter. I am certainly happy to give you all the figures that 
you want. I thought you were indicating or inferring that maybe 
that was not a reasonable return. 

Mr. Petry. I think that was your own conscience bothering you. 
I had no inference. 

Mr. Keerer. Thank you. I heard in some quarters that oil people 
do not have consciences. I appreciate that. 

The Cuatrman. Mr. Derounian. 

Mr. Drrountan. Mr. Keeler, I am a bit curious about your com- 
ment before about the rise in price being a perfect example of free 
eompetition. The consumer at the gas pump, I do not think, would 
agree with that comment. Competition in his mind, it would seem 
to me, is that if Phillips raises petroleum or a barrel of crude 25 
eents, Esso comes along and reduces it 25 cents. That is competition. 
The price is reduced, and it is not raised. Here we have a spectacle 
of companies running to see who can raise the price first. It is com- 
petition in reverse. I am just wondering whether or not if this keeps 
on around 1975, with your saying the stocks are being depleted, that 
we should not look forward to paying 70 cents a gallon for gas. 

Mr. Kretrr. What is going to happen to costs between now and 
1975? 

Mr. Derountan. I do not know. 

Mr. Kerter. Is steel going up? Is cement going up? Is labor 


going up? 
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Mr. Derounran. You oil people are saying to us in the House, “Let 
us not have a completely free market. +t us not have too many im- 
ports because if we do, you are going to ruin our industry.” You 
are going to ruin your own industry if gas is going to be 75 cents a 
gallon in 1975. 

Mr. Krerer. I would not predict that. I do not know whether it 
will be of any help to you, but I would not predict that we will have 
70-cent gas in 1975, unless the Government fails to encourage the 
stopping of this continued round of inflation. 

Mr. Derountan. Mr. Keeler, do you think that you have contributed 
to furthering that round? 

Mr. Keexer. I feel we were hind men on the caboose. The whole 
train went through before we got started. 

Mr. Derountan. This increase will give you about $24 million addi- 
tional, will it not, based on your current production a year? 

Mr. Keeter. No. 

Mr. Deroun1an. How much will it give you? 

Mr. Keetrr. Are you talking from the standpoint what this is going 
to mean to Phillips? 

Mr. Derounran. Yes. 

Mr. Keeter. No. I told you that I think that with the plusses and 
the minuses in the markets, our estimate is $2,800,000. 

Mr. DerountAn. $2,800,000 is less than 1 percent increase to you on 
your total gross income a year, is it not? What makes it so necessary, 
then, if you have been able to get along, as Mr. Bennett pointed out, 
for so many years carrying the load with a 50-percent increase in pro- 
duction costs, and suddenly you want less than 1 percent increase in 
your income? 

Mr. Keeter. Are you suggesting that we should raise that? 

Mr. Derountan. I am trying to find out why this 25 cents was 
necessary at this time. 

Mr. Keeter. It is so simple to me—and I am sorry I cannot seem 
to get this message across—the 25 cents, we hope, will start the pump 
of exploration and development so that we can be assured that these 
low-price raw materials which we could not replace today at their cost 
will S able to at least replace them and have a backlog of raw mate- 
rials to take care of our plants and be able to take care of the expand- 
ing economy of the country—our part of it. It is an incentive to 
drilling. It is just that simple. 

Mr. Derountan. Is this oil increase contemplating the increased 
production, say, 15 years from now ? 

Mr. Kerter. Does it do what? 

Mr. Derountan. Does it help to further increase production 15 
years from now? 

Mr. Keetrr. Oh, yes. 

Mr. Derounran. Do you think that is fair that you should have 
the consumers today paying for what you are going to bring back 
15 years from now? 

Mr. Keeter. Do you think it is fair 

Mr. Derountan. Answer my question first, please. 

Mr. Kereter. No. 

Mr. Derountan. You do not think so? 

Mr. Keexer. I do not think it is fair for the consumer to assume 
that he is going to get the same price when our costs are going up. 
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Mr. Derountan. I asked you the question, do you think it is fair 
to have the consumers today paying for what you are going to get 
15 years from now? Is it not a fairer way to sell stocks and bonds 
on a long-term capitalization, instead of having the consumer pay 
day by day for what you are going to get in return 15 years from now, 
and that is apparently what you have been doing in the last few years! 

Mr. Keerer. Apparently what we have been. doing, and we should 
not have, in my opinion, is that we have been selling these products, 
and the consumer has been getting a free ride when all the rest of 
these industries, the things that the oil industry probably should have 
done, kept pace with the rise, but we have not done that. 

Mr. Derountan. Do you mean to stand before this committee and 
tell us that you are in a bad financial plight today insofar as Phillips 
is concerned ? 

Mr. Keerer. No; I have not indicated that at all. We are feeling 
very good. 

Mr. Drrountan. I will certainly say you are. But there is this 
thought in the mind of the consumer, as was brought out in the testi- 
mony last week: You get a little greedy and eventually you get public 
clamor for control, and eventually you will get some kind of com- 
mission to control the price of gasoline as you now have with the 
utilities. Gas is no longer a luxury. 

Mr. Keeter. What is the major greediness? How much earnings 
are you saying that the oil industry should have ? 

Mr. Derountan. I am not saying any specific amount. It would 
seem to me that where you have less than 1 percent increase on your 
gross income over last year’s income because of this 2 25 cents, I think 
you could have just as well done without that 25 cents at this par- 
ticular point when you are trying to stop inflation. That is all I said. 

T have no further questions, Mr. Chairman. 

The CHarmrman. Are there any further questions, gentlemen ? 

Mr. Hesexron. I call the witness’ attention to the fact that on 
July 2 I filed a bill which would create a National Petroleum Com- 
mission. I will be interested to see how the other witnesses approach 
this problem and explain not only to the committee, but to the public, 
the reasons for this rise in the face of other facts that they admit. 

The Cuarrman. I think, Mr. Keeler, that the point our colleague 
from New York, Mr. Derounian, was endeavoring to make may have 
been based somewhat upon the statement which was contained in your 
last report to the stockholders. You stated in that report: 

The company’s 35th anniversary year was marked by a new record in net 
earnings as well as real progress in the current program of upgrading price— 
and so forth. You speak with great pride of your net earnings of 
$75 million as compared with $73 million in 1951, and your gross 
income was $723 million, over 18 percent higher than that of the 
previous peak year of 1951, and that your dividend had increased, 
and all those other elements that enable the head of a great corpora- 
tion to point with pride to the stockholders of its record for the year. 
So I think there is some justification in the questions of my colleague 
that have been directed to you in order to ascertain why in the face 
of all this do you have a feeling that a calamity is about to fall upon 
you if there had not been an increase of 25 cents per barrel. I agree 
with him. The two do not seem to go together. Before we get 
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through we will have a better understanding of this matter as you 
have endeavored to give it to us, or maybe it will substantiate the 
thought that a good many have that the condition is such as not to 
justify it at this particular time. 

Now, may I ask in that connection, what was the picture June 15 
at the time you raised your posted price that made you think there 
was any less wildcatting activity ? 

Mr. Keeter. The picture was this. During 1952, the discoveries 
of crude oil in ratio to the current production had dropped down to 
1.2 from a ratio of 2 the year before. Now, if we are going to take 
care of these markets—and we have had considerable Government 
pressure and urging of the public, and the oil industry has certainly 
rallied at every point of trying to do the job of taking care of its 
customers—if we are going to take care of that program on down the 
road, we already see that we are not going to be able to take care 
of it unless we get more discoveries. Those discoveries have to go up. 

What does it take to make more discoveries? Our conclusion on 
June 15 was that it was going to take, and it has been our contention 
prior to that time, but certainly on that date, some more money for 
the price of crude oil. 

We believe—I do not know whether it is sound or not—it remains 
to be seen—that 25 cents might get the job done, and that is why we 
posted the price of crude. 

The CuarrmMan. It is my purpose later in the day as we continue 
our hearings to go into that question. 

The hour of adjournment for the morning session is so near at 
hand that I am not going to go into that now. But I assure you I 
am going to go into it this afternoon. In connection with what you 
have just answered, I want to bring to your attention this fact, and 
remind you of the testimony of a number of witnesses before the 
House Ways and Means Committee as late as May 12 and 13 of this 
year, in which they stated that there was little diminution in drilling 
activity, if any, and that wildcat drilling actually was at a higher rate 
in 1953 than in 1952. 

Do you agree with that statement they made before the Ways and 
Means Committee ? 

Mr. Keecer. No; I do not agree with it. 

The Cuarrman. Then that is the answer. You do not agree with 
it. But the fact remains that is the testimony that they gave before 
the Ways and Means Committee, and yet you have stated here this 
morning that you felt it necessary to provide an additional incentive 
to enable especially wildcat drilling to go on. Yet those gentlemen 
say it is at as high a rate in 1953 as previously. In what particular 
are they wrong, or on what basis are they wrong? 

Mr. Kester. I was going to say that the reason I did not agree 
is that wildeatting, of course, does not mean you are going to find 
crude oil. The thing that worries us is not drilling holes in the 
ground, As far as that goes, to the best of my knewledge, we are 
dr illing at the same rate in 1953 as we were in 1952, namely, 46,000 
wells a year. If that was a record high, if we did not find any new 
discoveries in 1952—and I do not care how much wildcatting was 
going on—it you mean that their situation was not as I described it, 
that our discoveries to production are going down, then I disagree 
with them. 
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I think our discoveries to production have been going down since 
1951. 

The Cuarrman. Your company has a 33.54-percent stock interest, 
has it not, in the American Independent Oil Co. ¢ 

Mr. Keeer. Yes. 

The Carman. You have had a well recently come in that provides 
4,000 barrels a day; is that right? 

Mr. Keevrr. That was the test on the well. 

The Cuarrman. How is that oil disposed of ? 

Mr. Keeter. It is not in production yet. 

The CuHarrman. Is it your intention that it shall be brought into 
this country ¢ 

Mr. Keever. There are other interests in the American Independent, 
of course, that will have to decide in connection with their interests. 
We have 33 percent, and I do not know what steps we will take. But 
I would assume that our part of the oil we have a call on it. If we 
do not have a foreign buyer it will come to this country and be refined 
here. 

The Cuarrman. Did you have in mind that additional source of 
supply when you formed the opinion that it was necessary to increase 
the price of crude oil in order to give an incentive? 

Mr. Keever. The incentive to increase the drilling program that 
we are speaking of is not a worldwide problem. It just occurs to 
me that maybe these gentlemen you referred to might be talking about 
a worldwide program. But to Phillips Petroleum Co. and the do- 
mestic program that is where that incentive as we see it is going to 
have its most important effect, in the domestic drilling progam in 
the United States. 

Now, to answer your question—I do not think I did—you asked 
me if that was a factor in making our decision. No. 

The Crarrman. Should it have been? 

Mr. Kereter. I think that will depend entirely on what sort of 
markets we can find for that crude if and when it develops that we 
have an operation that justifies it. 

The CHatrman. What is your estimate of the resources in the 
Kuwait field ? 

Mr. Keevrr. We are in the process of making a study now, and we 
have not completed that study. 

The Cuamman. Up to the present time what did it add up to? 

Mr. Kretrr. Are you talking about the particular field in which 
we are operating, or are you talking about all of Kuwait or the neutral 
zone? 

The Cuarrman. I am speaking of the field in which the American 
Independent Oil Co. is interested, or fields if that is the correct 
statement. 

Mr. Kerrrer. We could have on the optimistic side a consider- 
able oilfield over there. As I say, we are in the process of making 
studies. Our people have just been in contact with the American 
Independent Oil Co. and are examining the geological data. We 
could have a considerable oilfield over there. 

On the other hand, I notice that apparently some of the people 
who are in the American Independent probably are not as optimistic 
as we are on what the possibilities are. 
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The Cuarmman. Has the American Petroleum Oil Co. in its report 
to stockholders made any report as to what the resources are estimated 
to be? 

Mr. Kreter. They possibly have. If they have, they have not been 
reported back to our management that I know of. 

The Cuamman. In other words, although you have a one-third 
interest, you are not familiar with what the resources of your company 
are ? 

Mr. Keeter. No, I do not think that is the situation. I think the 
situation is that we have one well that was drilled, and we found oil. 
We drilled another well and we found some oil. The second well 
was not as favorable as the iirst. It is sort of like trying to plot a 
curve with one point. Where does that curve go? You have to get 
the testimony and judgment of experts and that is being done. The 
American Independent, I am sure, if they do not have that answer, 
will shortly have it. They just had a meeting at San Francisco, and 
it is possible that was disclosed at the meeting. But that has hap- 
pened since I left. 

The CuatrmMan. How long has the American Independent Oil Co. 
been in existence ? 

Mr. Kee er. Five years. 

The Cuairman. How long has it had its area of operation in Ku- 
wait district ? 

Mr. Keever. During that time. 

The CxarrMan. How much money has it spent? 

Mr. Kex.er. One of our men here has said that he believes that is 
$8 million and possibly a little more in that area. 

The Cuamman. That your company has put in? 

Mr. Kreier. No. I thought you asked the question about American 
Independent. 

The Cuarrman. I did. 

Mr. Keever. Our share of American Independent is approximately 
33 percent. So we are saying that our money in that would be roughly 
$3 million. 

The Cuamman. Regardless of the amount that you have put in, 
you put the money in without knowing whether there was any oil in 
there or not, or how much? 

Mr. Kereter. That is one of the hazards of the oil industry, that 
you put your money where you expect to have oil. I think I referred 
to the possibilities that you have for finding oil. 

The Cuarrman. That is the reason I asked as to what the estimate 
was. I have found that at times there can be estimates that are opti- 
mistic, and some of that are not so much so. 

Mr. Kee er. Yes. 

The Cuamman. My mind always goes back, if you will permit me 
to say this, to the early hearings that this committee had in 1933 or 
1934 under the chairmanship of Mr. Cole at which time I was a 
member of the committee, at which time it was brought to our atten- 
tion, and on many occasions since, that some of the leading geologists 
had claimed that there was no oil in east Texas. Yet we have seen a 
far different result. 

Mr. Kre er. Yes. 

The Cuarrman. So that is the reason I say that I only asked as 
to your estimate in the field to which I made reference. 
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Mr. Kerexer. Our estimate, I am sure, will be on the optimistic side. 
That is south of the big Bergen oilfield, and certainly looks like it 
has tremendous possibilities. 

The Cuarrman. Before we adjourn, I want to ask one or two other 
questions. 

Mr. Keetrr. Mr. Wolverton, I have just been informed that in con- 
nection with this last meeting that was held of the American Inde- 
pendent last week, the decision was that they were going to have to do 
some more drilling before they could determine what the structure was, 
and what the possibilities were. 

The only thing I want to call to you attention is that Phillips has 
33% percent, I guess it is, of the American Independent. But of that 
zone, American Independent has only 50 percent. The other 50 
percent belongs to Pacific Western. 

The Cuarrman. Now, changing our bases for a moment, I would 
like to call to your attention this statement in your prospectus that 
was issued on May 26, as amended June 10, in which it was stated: 

Substantially all of the company’s production of crude oil and natural gas 
occurs in States having ratable production and conservation laws designed to 
minimize drainage of oil and gas reserves and increase ultimate recoveries. 
These laws and the applicable regulations vary considerably, but in effect im- 
pose restrictions on current production which restrictions are changed from 
_ to time. These restrictions have been more stringent in 1953 than in 
1952. 

Do you mean there has been more stringent restriction of supply 
as a result of those restrictions by State regulatory commissions ? 

Mr. Kerter. I mean that the conservation practices have possibly 
been made a little tighter, that is, the interpretation of some of 
those practices. 

The CHarman. Would not your statement that I have just read 
from your prospectus seem to indicate that there was some basis for 
the question that I asked previously, namely, that the cut down of 
allowables by State commissions would create the necessity of your 
company or some companies making extra wells to make up for it? 

Mr. Kerter. I think the explanation you are seeking here—I prob- 
ably missed that point—is that we had a shutdown in the Sprayberry 
field in west Texas. 

The Cuarrman. Yes, I am coming to that. 

Mr. Keever. And that represented a curtailment of the crude opera- 
tions that we had in that field. It was necessary for us to go out 
and buy other crude to fill in for that particular crude that we were 
Oh PES aes: 

e CuHarrman. Do you mean that these “more stringent” restric- 
tions on your production in 1953 is what forced you to put up your 
price for crude oil ? 

Mr. Kxerver. No. I meant to make it clear that we did not put up 
our price on any shortage of crude oil, that is, any immediate short- 
age. It is the long-range shortage that we have, We could not pos- 
sibly in the short time that Sprayberry had been shut down drill wells 
quick enough to make up 10,000 barrels a day of crude oil. That is 
roughly what it meant to us. As far as I know, and I have not meant 
to say, that there was an existing shortage. We were able to continue 
our operations by additional purchases, 
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The Cuarrman. In the same prospectus on page 18, you continue 
with this statement : 

A recent exercise of such regulatory powers to a rather extreme extent is an 
order of the Texas Railroad Commission effective April 1, 1953, wherein the 
commission ordered all production of oil gas with minor exceptions from the 
Sprayberry trend area in west Texas to cease until such time as adequate gath- 
ering, processing, and pipeline facilities are available to handle for lawful 
use all casinghead and plant residue gas formerly being flared in that field. 

On the face of it, that in my opinion would appear to be an order 
of the commission which had something to do with conservation as 
distinct from controlling the rate of production; is that true? 

Mr. Keever. Would you mind repeaing that question. I do not 
believe I followed it. 

The Cuarrman. I say, that statement I have read from your pros- 
pectus, which relates to the Texas Railroad Commission order cutting 
out the allowables in the Sprayberry trend area would seem to ap- 
pear to be an order of the commission based upon conservation, rather 
than controlling the rate of production; is that right? 

Mr. Keeter. Yes, that is correct. 

The Cuarrman. Just why, then, has your company appealed this 
order to the Supreme Court of Texas’ I note that order you say is 
costing you $365,000 a month; is that right ? 

Mr. Kereter. It is costing us same loss in income at this time. It 
depends entirely how we end up out there. If we are not drained, the 
crude and gas are going to stay there, and we should get the crude and 
gas out if the wells have not been damaged by shutdown. As far as I 
know, they have not been. 

The Cuairman. Is your company opposed to conservation laws? 


Mr. Keeter. No, I do not think our company is ee to conser- 


vation laws. But there is a very important principle that I should 
think should be appreciated, and that is this, that that particular shut- 
down on the part of the Texas Railroad Commission represented on 
their part an interpretation of their conservation policy to the end 
that if pas was flared beyond a certain limit you would not be able to 
produce the well. The thing that has bothered us is not from the 
standpoint of conservation. Wecertainly subscribe to it. We believe 
it is in the interests of the industry and in the interest of the national 
economy to have conservation practices. But if you start out in a new 
area and you drill a well, and just as soon as that well is brought in and 
shows some gas—it is a gas and oil well—over and above the figure 
that the Texas Railroad Commission has indicated, if they shut that 
one well in—it still is not a field, it has structural possibilities of being 
a field—until that gas can be sold, then it is going to represent a prob- 
ane to the producer as to how you are going to be able to develop the 
eld. 

By the same token epee are not going to be able to get financing 
to go in and recover the gas. From that standpoint a lot of producers 
have been worried about that particular problem. I think that is the 
problem. It is not a question of saying that you are against conserva- 
tion because I do not think any of us would take that position. 

The Cuarmman. Did this order of the Texas Commission so reduce 
your production or affect your production or purchases that it was 
necessary on June 15 for you to increase your posted price by 25 cents 
a barrel? 
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Mr. Keetrer. No. 
The Cuatrman. It is now 1 o’clock. The committee will recess for 1 
hour. 
(Thereupon at 1 p. m., a recess was taken until 2 p. m., the same 
day.) 
AFTER RECESS 


The Cuatrman. The committee will come to order. 
Mr. Keeler, will you take the stand. 


STATEMENT OF W. W. KEELER, VICE PRESIDENT, PHILLIPS 
PETROLEUM CO., BARTLESVILLE, OKLA.—Resumed 


Mr. Hesevron. Mr. Chairman. 

The Cuarrman. Mr. Heselton. 

Mr. Hesevron. Mr. Keeler, I would like a little further information 
on two portions of your main statement. 

First, to the increasing depth of drilling running around 3,000 to 
13,000 feet. That is on the top of page 5. Are there many wells drilled 
to a 13,000 feet depth? 

Mr. Kreter. To 13,000 feet? 

Mr. Heserron. Yes. 

Mr. Krerer. Oh, yes. I would say a number of wells we are drilling 
are in that range. 

Mr. Hesevron. Is that true of the other companies? 

Mr. Keeter. I do not believe I could tell you what the average depth 
is for all oil companies. Just a moment. I may be able to find out. 
I would not be able to give you the average depth. Would you like 
to have me get that information for you? 

Mr. Hessuron. I do not think it is too important. When you fur- 
nish the other information you may add that to it. 

Mr. Keever. We have wells beyond 13,000 feet that we have been in 
the process of drilling. 

Mr. Heseiron. Then on page 7, you refer to the total inventories 
of crude oil, include the amounts necessary to fill the thousands of 
miles of various size pipelines which connect the lease storage tanks 
with the crude tank farms, terminals, and refineries, as well as the 
minimum stocks necessary for the efficient operation of these 
facilities. 

Mr. Keeer. Yes. 

Mr. Heseiton. You gave the figure of 180 million barrels out of 
280 million barrels of crude inventory being in that way available for 
sale or use. May I inquire what the source of that information is? 

Mr. Keeter, That is our own estimate. There have been published 
figures for 1951 and back of 1951, but we do not have any published 
figures for 1952. What we have done is take 1951 figures and make 
an estimate on the basis of the new pipelines and facilities that we 
know of that are being built, and added t to the overall system set up 
in the country. 

Mr. Hesston. I was advised by what I thought a reliable authority 
that the figure actually would be moa a quarter of that. 

Mr. Keerer. No; I would think that figure you were advised on 
would be very low. We can check this point for you because we do 
not have it in front of us, but in 1951 there was roughly 150 million 
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that was published as being unavailable, and roughly the same amount 
of crude. 

(Mr. Keeler later submitted the following information :) 

In the report of the National Petroleum Council committee on petroleum 
storage capacity issued December 9, 1952, showing figures as of March 31, 1952, 
in table I, column 4, is given the figure of 168,998,000 barrels as being unavailable 
for use out of the total of 256,504,000 barrels shown in column 2 as the total 
stocks of those companies replying to the questionnaire (representing 99 percent 
of the total stocks shown by the Bureau of Mines as of the same date). To this 
figure we have added 11 million barrels as our estimate of the additional quanti- 
ties of unavailable crude stocks due to increased refining capacity, increased 
capacity of barges, increased crude pipelines, and increase in working stocks, 
bringing the total unavailable stocks as of June 30, 1953, to 180 million barrels. 

Mr. Hesevton. How do you handle that in a financial way ? 

Mr. Keeter. That is a part that is priced in our statements in our 
assets. We give a figure for inventories, crude oil, petroleum products, 
and merchandise, and that is increased in that figure. If we add a new 
pipeline system and that crude goes into that line that becomes a part 
of the total inventory of the company. It is not available, though, 
as long as we have that particular facility continuing to operate. 

Mr. Hesevton. Did you know that one of the companies in the 
Northeast has announced a reduction in distillates? 

Mr. Keeter. In crude. 

Mr. Heserron. In kerosene and distillate. 

Mr. Keeter. In price? No;I was not aware of that. 

Mr. Hese.ton. That occurred just this weekend. 

Mr. Keeter. No; I had not realized that. 

Mr. Hesevton. I wonder whether that will have any impact upon 
you. 

Mr. Kererer. Yes, it certainly could. I said this morning—and I 
think maybe the figure was bothering some members of the committee 
the way I said it, that we had estimated that when all of the pluses 
and minuses were taken into account that we might stand a chance 
from this crude rise to recover an additional $2.8 million for the year. 
When we did that we took into consideration that some of these prices 
are not going to go up and some may go up more than others. In other 
words, the estimate had to be placed on judgment of the local situation. 
I had not learned about that one that you had reference to. 

The Cuarmman. Mr. Keeler, I would like to go into the question of 
depletion cost. It is having a bearing on the information contained in 
your reports, both for stockholder purposes, prospectus purposes, and 
income purposes. 

Suppose we get the basic information first. Will you explain to me 
the amount that you charged off last year in your books as depletion 
and depreciation ? 

Mr. Riketion: We charged off in 1952 for depreciation, depletion, and 
amortization $847,479,574. 

The Cuarmman. I think it is broken down in your prospectus. 

Mr. Keetrr. The figure I gave you was an accumulated figure, and 
you want it for the year. For depletion of intangible development 
costs, $16,998,121. We have depletion and amortization of leases, 
$7,890,124. The depreciation, retirements, and other amortization, 
$48,746,236. 

The Cuarrman. Will you tell me how those figures are made up? 

Mr. Kertrr. No. This morning I mentioned to you that I do not 
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feel qualified to make statements in regard to those items. We do have 
people that are qualified in their company, and we will be glad to make 
a statement, if you will tell us what you would like to have. 

The Cuarrman. What was the total for last year? 

Mr. Keever. In round numbers¢ You are talking about the total of 
depletion of intangible development cost, and depletion and amortiza- 
tion of leases, that would be roughly $24 million. If you add on de- 
preciation, retirement, and other amortization, it will be around a 
total of $70 million, roughly. 

The Cuarrman. Did you take that reduction in your income tax? 

Mr. Kreter. Yes. That came out as a cost and expense in order to 
get the net income. I presume that is your question ¢ 

The Cuarrman. That is right. 

Mr. Keerrr. Yes. 

The CHamman. Does that represent the 2714-percent depletion 
allowance ¢ 

Mr. Kreter. I do not know that I could answer that question for 
you. I would recommend that if you would like that answer I can 
certainly find it out for you, or if you would like to have a more detailed 
study of it I think we should get one of our people that is familiar and 
has an everyday talking understanding of those figures, because I think 
we would not want to give you any misimpression here. 

(Mr. Keeler later submitted the following information :) 

No, the depletion reflected in the published statements is based upon the cost 
of the oil in the ground as reflected by the accounts of the company and bears no 
relationship whatever to the depletion deductions provided for in the income-tax 
laws. 

The Cuatrman. The point I am leading up to, to give you an insight 
in the hope that may assist either you or someone else in your company 
to give the information, is that I have noted that your crude-oil pro- 
duction for the 3 years 1950, 1951, and 1952, respectively, was 35,528,- 
000, 41,905,000, and 45,285,000 barrels. As I work it out, using only 
crude, that would amount to amortizing your development charges in 
1950 at 50.7 cents a barrel; for 1951, 46.7 cents a barrel, and, for 1952, 
at 51.3 cents a barrel. 

It would seem to me, offhand, Mr. Keeler, that does not look like 
much of an increase on the average over the past few years. On a 
consolidated basis, using the same production the barrel cost amor- 
tized as I get it from your reports, are 54.3 cents and 55.1 cents. 
Would you supply the committee with the calculations which you have 
used in your accounting, at least as to oil depletion for the last. 3 
years, and any additional figures which you fave carried in other 
accounts that pertain to dry-hole expense? 

Mr. Keeter. Yes, sir; we will try to get you that information. 

(The information is as follows 3 
Drilling costs are not reflected in the financial statements contained in the 

annual reports. Consequently calculations based upon figures contained in those 
statements are meaningless insofar as drilling costs are concerned. 

The Cuatrman. Now, speaking of depletion for income-tax pur- 
oses, it does not show on your book accounts that I have before me, 
ut I do understand that you set up for income-tax purposes an addi- 

tional amount for depletion based upon your crude-oil production. 
Am I right in that or not? 
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Mr. Keeuzr. I just would want to reserve an answer on that whole 
problem of the bookkeeping in connection with depletion, because 
I have not followed that end of the business very much, and I do not 
feel personally qualified to give you an answer. 

The Carman. As I understand it, it is something of the order 
of 274 percent of the value of your own crude-oil production. That 
is the first thing I would like to make sure of, that is, what you based 
the 2714 percent on. 

Mr. Keexer. In connection with our report to you, we will try to 
get all of that information for you. 

The CuHamman. With oil at $2.65 per barrel, I assume that it 
would mean about 73 cents a barrel, or $32,765,000 in 1952 on your 
domestic production of 45 million barrels. You are not able to tell 
me at this point whether that calculation is about right or not? 

Mr. Keetrr. I am not. 

The Cuarrman. But you will supply it? 

Mr. Keexer. Yes. 

(The information is as follows :) 

The depletion claimed on the tax return for 1952 with respect to domestic 
crude-oil production was $28,477,000. The tax reduction by reason of this deple- 
tion was 52 percent or $14,808,000 or $0.327 per barrel. 

The Carman. Now, in charging off development cost, I would 
like to come back for a minute to the annual depletion charges that 
you do make, which is represented as the amortization of your devel- 
opment cost of the life of the property. These costs were $23 million 
in 1952—or approximately that—and $24 million on a consolidated 
basis. These costs were charged off to income during the year. Is that 
right? 

r. Keerer. A question of that sort, as far as I am concerned, falls 
in the category of the phase of the business that I would not be able 
to give you any qualified answer on. 

Mr. Cuarmman. I am not calling on you at this time to state 
whether the figures that I have used are correct, but could you answer 
me as to the principle that is involved? Are these costs charged off 
against income during each year? 

Mr. Keetrr. I am not sure of that language you are using. Are 
you charging it against income? 

The Cuarmman. Yes; that is what I am asking you. Whether that 
type of charge is not made against income. 

r. Keever. Yes. 

The Cuamman. I thought it was. I would have been surprised if 
the answer was otherwise. 

Mr. Keewer. I was not sure whether you said charged for income. 
It confused me a little bit. 

The Cuarmrman. I see. Iamsorry. Of course, the extent to which 
that has been charged off in your income affects your tax charge very 
considerably, does it not? 

Mr. Keever. Yes, it does. 

The Cuarrman. In other words, if that chargeoff was not made for 
your income-tax purposes, your tax on the amount that was charged off 
would have been 52 cents more, for each dollar, would it not? 

Mr. Kretrr. On the assumption that the figures the way you have 
arrived at them are correct, I think that is right. 
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The Cuamman. So there was a 52-percent tax saving on the amount 
that was charged off. 

Mr. Keeter. I would think there would be; yes. 

The Cuamman. That is, I have assumed that you have the normal 
rate, and not any excess-profit rate in that. 

Mr. Keexer. Yes. Iam also assuming that the figures from which 
you have taken your information are figures that come from our state- 
ments, and that being so, in principle certainly you are right. 

The Cuarmman. They are end on calculations I have made, but I 
might have been mistaken in my calculations. That is the reason I 
am confining my inquiry at this moment to the question of the prin- 
ciple that is involved, that is, that you get a tax reduction for this 
depletion allowance of 271% percent. 

Mr. Keerer. Yes. 

The Cuarrman. I did want to make sure then as to how you charged 
that, and as against what, that is, the 2714 percent. Are you able to 
tell me that? 

Mr. Keerer. No; I would recommend that we include that in a 
comprehensive study so that there will be no doubt left in your minds 
as to how we handled this thing. I am afraid if I were to attempt to 
answer it, I would probably confuse it further, and I am not sure I 
would be accurate. 

The Cuatrman. It would seem to me—and I hesitate to give my 
calculation as too authoritative and I am counting on someone in your 
company doing it—that the $32 million approximately, if that is the 
right figure, which you have applied to your expenses in calculating 
your income tax, that this amount which you are allowed to do under 
the law relieves your income-tax liability, of course not by the full 
amount, but by 52 percent, or in that case it would be approximately 
$17 million. 

It amounts, it seems to me, to this : Within limits the dollar you spend 
and chargeoff to income each year for actual development expense is 
in effect 52 percent pee by the Government. 

In addition, the Government, through the depletion allowance, ex- 
tends an additional amount which is even greater. Now, is it not 
true, Mr. Keeler, that on the basis of the figuring we have been going 
through that inasmuch as you are a profitable, going concern, in 
addition to recovering your development costs from the consumer for 
every $1 you spend, you receive from the Government, or more properly 
stated, do not pay the Government what you otherwise would, a dollar 
and a half? 

Mr. Keeter. I am not sure of that. 

The Cuarrman. There is somebody in your company that probably 
knows whether it is right or wrong or to what extent it is right or 
wrong, because I see a smile going over the faces on some of the fellows 
that. would indicate intelligence on the subject. 

Mr. Keecer. Here is a man that would be excellent to answer that. 

The Cuarrman, I have no objection to your calling on your aide at 
any time, and it would be much more helpful to me, and probably to 
other members of the committee if we could have the fact rather than 
just a smile. I cannot tell from the smile whether it is agreement 
or disagreement. 

Mr. LER. This is Mr. Kenneth Beal, a vice president of our com- 
pany. Mr. Beal, are you prepared to answer Chairman Wolverton? 
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Mr. Beat. I think the question he is asking should probably come 
from our accounting executive. While I know in generalities what 
has happened, I cannot state with exact terms just how they do these 
things. This last question I would have to have repeated because I 
did not follow you quite clear through to the end. 

The Carman. Probably I better leave it for you to read from 
the statement, and in that way make your answer. Certainly when 
men of your intelligence in accounting in a company such as this are 
not readily able to answer offhand my question, I do feel a bit justi- 
fied in having asked the question. 

Mr. Beau. Surely. 

(The following information was later submitted :) 

The calculation is wrong. In general the only sources of income for an oil 
company are the dollars it receives from the customers who purchase its various 
products. These dollars, representing the gross income of the company, are 
all that are available for paying its various expenses, including income taxes. 
Out of this customer dollar must come the money to pay the cost of the prod- 
ucts sold, the operating costs including depreciation and depletion for replac- 
ing the plants and raw materials of carrying on the business, and the income 
taxes, and any balance left belongs to the stockholder who furnished the capital 
to carry on the business. It should be obvious that there is no possibility that 
the residue left out of the customer dollar after paying for the above items 
could possibly exceed the total of the customer dollar, which is the only source 
of cash income. The fundamental axiom “the whole is greater than any of its 
parts” still holds. 

The Cuarrman. I am getting this into the record so that you can 
follow through, if you will. 

Now, Mr. Keeler, you have spoken of incentive for increasing the 
rate of crude oil discovered. It just seems to me in my layman’s 
mind that an incentive whereby one gets back his cost plus one-and-a- 
half-fold more would appear to be a real incentive toward finding oil. 
I have not expressed at any time an opinion for or against the wisdom 
of allowing this incentive that is the result of congressional action. 
This is not necessarily a matter before us at this time. But what 
we are endeavoring to ascertain is how much justification there can 
be in view of all the assistance that does come, that there should be 
an increase of 25 cents a barrel to increase incentive. It would look 
to me as if the incentive is already there. 

Mr. Keetrr. That probably appears to you, Chairman Wolverton, 
that that is the case, Dut with all the incentives that you allege that 
we have—and I do not contest your figures because, as I say, I do not 
have that field of financial statement to give you a yes or no answer— 
we still are not able, those that are in the oil industry, apparently, 
to continue their drilling of more wells that are going to be necessary 
to find the oil that will be needed for years to come. We do not want 
the homes to be cold and the public to suffer. If all these things that 
you say are benefits, and I say they are incentives and have been in- 
centives to drilling, but after you have added up all of those, if the 
drilling rate ends up with the rate of discovery against our rate of 
production dropping off, then you have to add some other incentive. 

You could add that incentive by costs going down. I think that 
would be a desirable approach. at has not been the case. Costs 
have gone up. Therefore, the incentive, as we see it—and maybe we 
have oversimplified the problem and have not taken too much into 
consideration all of the angles in connection with depletion, I am not 
saying that idly because those in our management that have that 
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phase of it have considered that in their judgment of this whole 
wroblem—that still we are not getting results. That is what we are 
lookin for. Twenty-five cents is what we think it takes to start the 
job. It remains to be seen as to what is going to happen. 

The Cuarrman., I yield to Mr. Heselton. 

Mr. Hesevron. I would like to have the record contain this state- 
ment and any comment you want to make on it at this particular 
point in view of the answer you just made to the chairman: 

In addition to a moderate decline in current production rates, there has been 
recently a decline in drilling rates. Much of this cutback in drilling in west 
Texas is due to both economic and conservation reasons. Actually more wildcat 
wells were drilled in the first quarter of 1953 than in the corresponding quarter 
of 1952. Geophysical activity is continuing at high level and exploration and 
leasing also. These are not signs that the American producer has lost interest. 
In fact, I think previous levels of exploration activity represent what might 
be regarded as a normal level as compared to a rather abnormal level in past 
months. 

Will you comment on that? 

Mr. Kester. I will comment on that in this way, that the discoveries 
of crude oil are not reaching the magnitude they should. From the 
standpoint of wildcat wells versus other drilling, I think in the final 
analysis you have to look at the results, The results are that we are 
just not getting the crude oil. 

We can philosophize, as I say, and conjecture about a lot of these 
angles, but in the final analysis unless this country starts finding more 
crude oil—maybe the solution is more wildcats or maybe more de- 
velopment wells, maybe lower prices or maybe higher crude prices— 
but in the final analysis we find more crude oil in this country, the 
economy of the United States is going to suffer. I certainly have not 
tried to oversimplify this problem but it seems just that simple to us, 
that we are not finding in the final analysis the crude oil. I do not 
contest your figures, because that is not the purpose of what I am 
trying to get across. I do not care how many wildcats we drill, if we 
are not finding oil. We have to have an incentive, and you are right 
there to drill wildcats. 

I think 25 cents a barrel, regardless of what that number is, is going 
to be an incentive for more wildcats to be drilled. If they find the 
oil and develop new sources of oil, then we are going to be in good 
shape. If they do not, we are going to have to find some other in- 
centive to cause a still greater number of wildcats, regardless of where 
we start. 

Mr. Hesevron. You refer to some figures. I should say this was a 
paragraph from a speech made at the Capital of Wyoming on May 7 
of this year to the Rocky Mountain district of the American Institute 
of Petroleum Production. I would like to make the record clear that 
is not my statement. 

The CHairman. Mr. Keeler, as I have carefully considered your 
testimony today, it would seem as if your basic reason for having 
suggested an increase in your posted price of 25 cents was to give 
encouragement generally to other companies, to independents, wild- 
catters, or whatever term you may wish to apply to them, to increase 
their explorations and the drilling of wells, is that right? 

Mr. Kreter. Yes, and the Phillips Petroleum Co. to help recover 


some of the costs due to the rise in the cost of production and develop- 
ment expense. 
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The Cuamman. But there was no immediate need from the stand- 
point of your own company to do so, as I understand it. 

Mr. Kererer. Yes, sir, there is immediate need. There is immediate 
need for the whole industry to do that, as far as I am concerned. 

The CHarman. It depends on what you mean by immediate. 
There is not in this present year the necessity. It is an effect it might 
have with respect to the future. 

Mr. Keeter. One of the problems that I think is hard to appreciate 
within the oil industry is that it takes so long—and you made men- 
tion, what makes me think of it, earlier today—that when we were 
shut down in Sprayberry that the thing we should have done was to 
start immediate drilling of wells elsewhere to make up for that crude 
oil. The thing that I probably have not made clear is that you can- 
not—this is just the way things have happened historically unless you 
go out and find the one gusher, and the chances are certainly against 
you doing that or very remote—you just cannot develop crude supplies 
quickly. That takes time. Our crude supplies in which we are oper- 
ating right now we developed 5 to 15 years ago. When we find out 
that our crude supplies are cut down or are tapering off, and our 
drilling rate is not out of line with the industry from the standpoint 
of what we have been able to develop with respect to the relation 
of discoveries to production, when we take that into consideration we 
found that in 1952 we had already started falling behind. In 1953, 
6 months have gone by and we are still in that same position. How 
long a company can go before it corrects that situation, I am not sure 
that I know. But I think it is one of those situations that has to 
be done just as soon as you can do it. 

This is not within the space of a year’s time. We have had this 
problem. I am speaking of industry and Phillips Petroleum Co. We 
would like to drill some wells that we cannot drill because of the 
oilfield tubular situation. What if this defense problem flops the 
other way? If we let that drop without making steps to develop new 
sources of crude oil in these times when we have materials and we can 
do these things, then it puts us in a very precarious position, not only 
companywise, but nationwise, to not have the material to be either 
the raw material for our own plants, but the raw material that might 
be needed in the case of war. 

Everybody, I realize, is saying that we have peace in Korea. We 
have no problems. But as far as I am concerned, and as far as our 
management is concerned, we do not think that the time has come 
to say that we can forget that. We do not need to fix the roof because 
it is not raining, and then when it rains, why we cannot fix the roof. 
That is the way we sort of feel about that, Mr. Chairman. 

The Cuarrman. As I look over the situation, and hear the testimony 
that you have given and have before me the facts which I have taken 
from your different avenues of public information, such as your report 
and prospectus and so forth, it does net seem to me that your company, 
whatever might be said as to the others—and we will inquire into each 
as we go along—above all others had any reason on June 15, 1953, 
to increase this price. You have admitted, as I understood your testi- 
mony, that you have not found any difficulty in getting the oil to 
meet your demands. You have a better record in that respect than 
probably some of the others. Your wells gave you a productive ratio 
of 42 percent as compared with 16 percent for the entire industry. 
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If this affects other portions of the industry, as I would assume from 
the reasons you have given, why is it that some other company did 
not start it? Why did it fall to your company to be the one to start 
it, especially when we recognize that Mr. Rathbone in his speech in 
Wyoming in May, I think, said that it looked as if there would be 
coming an adjustment of prices? Then you pick the ball up at that 
point and carry on. You even make some reference to it in your 
prospectus as a possibility. 

What I find difficult to understand is that when your company came 
to the conclusion that it was necessary for you to increase the posted 
price that other companies, even before the day was out, before the 
next morning’s sun had come, had agreed to post their price increase 
equal to yours. What brings about this unanimity of action on the 
part of our oil companies, both from the standpoint of price oe at 
the production and at the standpoint of the price charged to the con- 
sumer? I have never seen in any business that is alleged to be com- 
petitive such a unanimity of thought; that in many instances from 
the standpoint of the consumer where I am most interested, and prob- 
ably have the most information, there never seems to be any variation 
whatsoever. 

IT am aware of the fact that television, radio, automobiles, and every- 
thing else that is on a competitive basis shows differentiation of price 
to the purchaser, but the oil industry is distinctively different. 

I have in mind traffic cireles near my own home to which I have 
previously made reference, where company A at one point on the 
circle raises its price for gasoline to the consumer. He hardly gets 
the sign up before company B next door puts its sign up, company C 
puts its sign up, until it goes on around the traffic circle and until it 
runs up to company A, and each company in that whole circle has 
increased its price, so that there is not even one-tenth of a cent 
difference. 

Mr. Keerer. Have you ever watched those go down? 

The Cuarrman. If that is competition, then it is not the same kind 
of competition we have in these other industries. That is the thing 
I am trying to get at in these hearings and I am depending on the 
information from those who are best qualified to give it as to what is 
the background. You have very emphatically stated that you have 
not spoken to anyone else in the industry when you made the increase. 

Mr. Keeter. That is right. 

The Cuatmman. I take your word for that. But the fact remains 
that it could not have been more unanimous in action if you had called 
everybody into 1 room at 1 time and agreed upon it and said, “We 
are going to increase the price today at 4 o’clock,” and the rest of them 
before midnight would have increased their prices following suit when 
they had made sure that you had done so, 

From a public standpoint—and you must realize that this committee 
has that responsibility—we are looking at it to try to ascertain that 
there should be this unanimity of action: In the original instance in 
the production of crude and in the final price to the consumer. Sec- 
ondly, with all of the incentives that are already given by legislation 
of a congressional character, why under the circumstances with the 
carmen of these companies going up tremendously year after year— 
yours, I think, in 10 years, has gone up over 400 percent—with assets 
increasing and with earnings increasing, that it is so necessary to put 
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25 cents a barrel on crude to create an incentive and to charge it up to 
the public. 

I have said a lot and it has all been done with the idea of trying 
to make plain what it is in my mind at least that I think requires an 
answer. 

Mr. Keerer. Mr. Chairman, I would like to answer you in this way. 
Of course, the fact—and I do not know, you apparently know—of how 
quickly the different oil companies raised the price—— 

The Caiman. I will take your word for the fact that you never 
spoke to anybody else and I will ask you to take my word in the same 
way. 

Mr. Keexer. I will be very happy to do so. I am assuming it was 
quickly. I do not know how quickly you indicated, a day or some- 
thing. But, regardless of that point, T am in no position to ascertain 
what prompted these companies that have joined in this crude rise to 
act that quickly. I can remember so well that in 1948 there was not 
as many joined and it was not any quick action. 

I think historically, however—I believe I am correct—where the oil 
industry has had price changes that you do find those things going in 
that manner. You mentioned about the price going up around the 
traffic circle. I know that it is not a one-way street. That prices 
ulso act to the disadvantage of the oil company as I have seen the 
bottom of the prices drop out. 

The Cuarrman. I have for 2 or 3 days myself. 

Mr. Kerever. You say from an overall standpoint how can we be 
justified on June 15. There is no magic about June 15. I can tell you 
there is not anything magic about it. We tried to make a crude rise to 
establish what we considered equity with rising costs back there in 
1948. That did not stick. This rise as I have told you operates on 
two bases. What we consider a demand that is facing us down the 
road, and if we are to continue to grow and operate, we have to find the 
crudes. We think this will be an incentive to do that. 

Above that, and it is just going part way down that way, we are 
recovering some of our additional costs. From the standpoint of 
economics, you talked about the tremendous increase in the money that 
we have made, and I challenge that. I missed, I think, the point that 
Mr. Pelly had asked me about this morning. I think I missed the sig- 
nificance of his remarks possibly. The stockholders’ equity as far as 
the company is concerned is not the whole story. You cannot stack 
up profits on that basis. If you as an individual go out and borrow 
money from a bank and yet you have some money already, you are 
going to expect to make profit off both the money you borrow and the 
money you have to put into a business. By the same token, the Phil- 
lips Petroleum Co. is indebted to approximately, I believe, $300 
rillion, which is a sizable amount of money. From the standpoint of 
the economics of the operation of Phillips Petroleum Co., we have, 
along with others, faced a reduced income in 1952 over 1951. Our 
first-quarter statement of this year 1953, shows a further reduction. 
These added costs certainly have a part in that. When we compare 
ourselves with some of these other companies, and we see, as has been 
pointed out this morning by Mr. Bennett, who questioned the fact that 
we were not recovering our costs and how could we go having this 
cushion, it is interesting to me to see that in 1950 our percent earnings 
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on total assets at the end of the year were 7.73 percent earned on total 
ussets. 

In 1951, they were 9.45 percent. In 1952 they were 8.16 percent. 
General Motors—and I am not here to say that they are making an 
unreasonable profit—made 24.2 percent in 1950, in 1951, on the same 
basis, 13.95 percent, and in 1952, 13.9 percent. General Electric in 
1950, 13.6; 1951, 9.5; 1952, 9.7 Du Pont, 1950, 15.6; 1951, 10.2; 1952, 
9.5. 

I do not think that from the standpoint of the economic justifica- 
tion, and I am afraid from the results of this testimony that our posi- 
tion in getting our stockpile of materials has not gotten across, and is 
not understood, but even if it is not, and it is a real thing and a thing 
that you gentlemen should be aware of—a lot of you on the east coast 
know the problems when you do not have enough fuel at the proper 
times in winter, we have seen those fluctuations, and we do not want 
cur national economy in a wreck like that—but if you do not place 
any emphasis on that, although we do, then I think you can certainly 
say, ied the American people would say, that we were justified with 
rising costs, because our earnings are not exorbitant, and are below 
a lot of increases where they have taken increases as they have gone 
on each year 

The Cuairman. I agree with you that your statement if you have 
rising cost, the genera af public, if if that was taken alone, aa take u 
reasonable attitude to your increase. But what the public does not 
know is to the extent that the Government is assisting you and making 
it possible for you to have profits by the 2714-percent depletion and 
by the fact you are permitted, as I understand it, to include in your 
your operating income each year some of the cost of the dev elopment 
of your wells, rather than placing them as an increase of capital. 

When I look at the assets of your company that have increased since 
1943 from $281 million to $922 million, and assume that the majority 
of it has come out of earnings 

Mr. Keever. That has not been true. 

The Carman. I asked you this morning as to how much had 
come out of earnings, and how much had come otherwise, and you 
were not able to give the figures. That is what I am waiting to hear 
because it has a very great significance in my mind, because you figure 
your percentage of earnings as 7.8 percent on the basis of your assets. 

If your assets represent earnings, certainly the public has an interest 
in knowing that when you had made it as a result to a large extent 
of the help that has come through the Government sustaining you 
in the ways in which I have mentioned. 

Mr. Kereter. I believe I answered you this morning that approxi- 
mately 50 percent of our net earnings have gone back into the busi- 
ness. I beg your pardon. The figure is 55 percent. 

The CHarrMan. Very well. 

Mr. Kereter. Are you posing a different question? I may not have 
answered the question that you were asking me. 

The Cuairman. You figured your 7.8 percent on the basis of what ! 

Mr. Keexer. On the basis of total assets. 

The CHamrman. And those total assets include how much of the 
earnings put back into the business? There is a difference between 
figuring on money that went in as a result of earnings and money 
which was invested. 


386179—54——-10 
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Mr. Krerrr. Let me see if I cannot find that out. 

Mr. Petux. The net worth has gone up about $400 million in 10 
years. 

Mr. Keerer. Our total net earnings for that period were approxi- 
mately $400 million. 

Mr. Bran. The total earnings for the 10-year period are a little 
over $400 million, and the total increase in ¢ apital assets during the 
period is $642 million. So if we put approximately half of the earn- 
ings back in, that means you only get $220 million out of the $435 
million, so that means over $400 million of new investment. 

The Cuarrman. What I am interested in learning from the stand- 
point of the public is whether the 25 cents a barrel is really so neces- 
sary as you would make it appear on the surface as meeting extra 
costs. There is more to it than that in my opinion. 

Mr. Krerer. No. I told you this morning that does not add out 
to meet the extra costs that we have suffered here. I believe I gave 
you this morning an estimate that it would be around a dollar and a 
quarter a barrel. 

The Cuarrman. Are there any other questions of Mr. Keeler? 

Mr. Harris. Mr. Chairman. 

The CHarrman. Mr. Harris. 

Mr. Harris. Mr. Keeler, in the first place, you are the vice presi- 
dent and assistant to the executive vice president of your company ? 

Mr. Kretrr. No. Iam vice president of the company. 

Mr. Harris. You are the vice president of the company ? 

Mr. Kerurr. Yes. We had an organizational change in our com- 
pany following our last stockholders’ meeting. In connection with 
that, Mr. Adams, the chairman of the board, and Mr. Endicott, our 
president, and Mr. Learned, who was executive vice president, and 
assistant to the president, had his title changed to chairman of our 
executive committee, and assistant to the president. Then since there 
was no longer an executive vice president, I am a floating vice presi- 
dent. I am not just sure what that signifies. My principal interest 
is in connection with manufacturing. 

Mr. Harris. With manufacturing? 

Mr. Keeter. With manufacturing in the chemical business and 
with the refining work. 

Mr. Harris. How long have you been with the Phillips Co.? 

Mr. Kreter. I have been with them 25 years. 

Mr. Harnrts. How long have you been actively engaged in the oil 
business ? 

Mr. Kretrr. I want to make a correction to that. There was 1 year 
of that 25 that I was on loan to the Petroleum Administration for 
Defense, as Director of Refining. 

Mr. Harris. How long have you been in the oil business? 

Mr. Kererr. 25 years. 

Mr. Haxrrs. In other words, you started with the Phillips Petroleum 
Co.? 

Mr. Keetrr. Yes, sir. 

Mr. Harris. Is the Phillips Petroleum Co. as an industry in this 
country any different than any other company in the oil industry ? 

Mr. Keetrr. We think there is a tremendous difference between 
Phillips Petroleum Co., and any other oil company in the business. 
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Mr. Harris. I admire you for your stamina and your determination 
as being the best and the most progressive and outstanding company 
in the industry. I am sure you will find these other companies will 
say the same thing about themselves. That is what makes a very 
stable and healthy and highly competitive industry, is it not? 

Mr. Keerer. Yes; I think that is right. I think you are correct. 

The Cuatrman. Would you yield for one statement? 

Mr. Harris. Yes. 

The Cuarrman. I wanted to say to the gentleman that I think there 
is some justification for him taking pride, because so far as I know, 
I think the Phillips Co. is probably the only oil company that really 
takes care of its shareholders so far as creating a reserve to take care 
of the accelerated depreciation allowances that are allowed at the 
present time. What you charge in 5 years, you set up over a period 
of 20, do you not, in the reserve fund, for the benefit of stockholders? 

Mr. Keeter. We are trying to take care of our stockholders, Mr. 
Chairman. 

The Cuatrman. Do you not do that? 

Mr. Keever. We think we do. We are looking out after the in- 
terest of the stockholders. It is a selfish thing, but it is a survival of 
the business. 

The Cramman. I did not want you to think that I did not see 
some good things in Phillips. 

Mr. Kerrer. I thank you, sir. I appreciate that. 

Mr. Harris. The point is that you operate under the same principles 
inherent in our American system as does Standard Oil and all other 
oil companies. 

Mr. Kereter. Yes, sir. 

Mr. Harris. You operate under the same laws and provisions per- 
mitted in the operation of industry as all other industry. 

Mr. Keeter. Yes. 

Mr. Harrts. Is that right? 

Mr. Keeter. So far as I know, it is. 

Mr. Harris. The oil industry has had a very progressive growth 
in the last 25 years, has it not? 

Mr. Keeter. Yes; it has. 

Mr. Harris. Can you think of any other industry that has had the 
growth in order to meet the public demand during these 25 years that 
the oil industry has had? 

Mr. Kerter. No; I do not know of any other industry that has faced 
the magnitude of the problem that we have had. 

Mr. Harris. And particularly from the standpoint of expansion 
in order to provide the demands of the consumers. 

Mr. Kereter. Yes, sir. 

Mr. Harris. In order to do this, it is necessary that you have, as 
you have built up in the oil industry, a very sound, healthy, and stable 
business. What is the production of oil in the United States at this 
time? TI am speaking of crude oil. 

Mr. Kretrr. Yes, sir; I know what you are speaking of. I have it 
here. I thought I had it here. 

Mr. Harris. It is a little more than 6 million barrels a day. 

Mr. Keetrer. Yes; I think it is 6.3 million, but I do not have it here 
in front of me. 
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ae Harris. What was the average daily production of crude oil in 
1940 

Mr. Keeter. In 1940, it was around 5 million barrels. 

Mr. Harris. I think you better take another look at your record, 
Mr. Keeler. 

Mr. Krever. Do you have those figures. I think he has the table 
I am looking for. am trying to add and subtract here, and divide, 
to get an answer for you. 

Mr. Beau. Here is the table. 

Mr. Keeter. Yes. I did not have the right table in front of me. 
In 1940, we had 3,697,000 barrels a day in the United States. 

Mr. Harris. In other words, you have had an expansion of oil pro- 
duction in this country from 1940 to 1953 from 3,600,000 barrels per 
day to 6 million plus per day, is that right? 

Mr. Keeuer. That is correct, about 6 million now, pretty close to 
6,400,000 barrels. 

Mr. Harris. In other words, the consumer demand in this country 
has increased more than 100 percent during this period of time. 

Mr. Keeter. Yes, sir. 

Mr. Harris. And the oil industry has met that demand, has it not? 

Mr. Keeter. To the best of my knowledge. Due to dislocation of 
transportation, there have been a few shortages, but by and large we 
have met that. 

Mr. Harris. Has there been such an experience with reference to 
shortages other than 1947 and immediately following the war insofar 
as you know? 

Mr. Keeer. No; I do not know of any. 

Mr. Harris. And was not that at a time when the transportation 
difficulties were largely responsible for the shortages ? 

Mr. Kereter. Yes; I think that is right. 

Mr. Harris. And there was a great demand, of course, at that time 
that something be done about it, and that the Federal Government 
get in on the oil industry, is that not true? 

Mr. Keeter. That is very true. 

Mr. Harris. But yet the oil industry because of the demand made 
on it by the public has provided the oil products that the public has 
need of. 

Mr. Keeter. Yes, sir. 

Mr. Harris. Is that true? 

Mr. Kueter. That is true. 

Mr. Harris. Now, is that true with reference to some of the other 
large basic industries of this country ? 

Mr. Keer. To the best of my knowledge it is not. They have not 
had that same sort of problem. 

Mr. Harris. Is it not true that the people in the oil industry have 
looked forward from year to year to the demands that will be made 
by the public in an effort to try to meet these demands? 

Mr. Keeter. Yes; that is definitely true. They look further ahead 
than just year to year. 

Mr. Harris. In fact, you look forward to several years in advance. 

Mr. Kreter. That is right. 

Mr. Harris. Do you recall some 20 years ago when there were repre- 
sentations in this country that we were going to run out of oil and oil 
reserves each year? 
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Mr. Keeter. Yes. I can remember particularly in 1926 when I 
was trying to think of which industry to go into that I was discour- 
aged because oil was going to1un out. But it has not been that way. 
We have managed to build increasing reserves. 

Mr. Harris. Other than during the so-called depression days——~ 

Mr. Kreter. We had two periods, really, where we have not kept 
pace with discoveries. Up to 1952, we had only 2 periods in the 
oil industry as far as I know that we have not kept pace as far as 
discoveries are concerned with production requirements, which is the 
major demand. That was back there during the depression in the 
thirties when we did not have the incentive that we are just talking 
about here today, and the other was back in 1945, when the steel 
shortage did not permit us to get the job done. 

Mr. Harris. In other words, you did not have the materials to con- 
tinue this dynamic exploratory program. 

Mr. Kreter. That is right. 

Mr. Harris. Even so, during the last 12 years, and recognizing this 
2- or 3-year period in there when you did not have materials, is 1t not 
true that the oil industry has added to the reserves substantially above 
each year the amount that they have had plus the consumption of 
that year? 

Mr. Kreter. Yes; we have. 

Mr. Hirris. And is it not true that the oil industry to meet these 
future needs has had had annual increase in reserves looking forward 
to the future in order to meet the demands of the public? 

Mr. Keeter. That is right. 

Mr. Harris. Now, with reference to your own industry, you have 
had a remarkable growth during these last 10 years, as you have ex- 
plained here. Did I understand you to say that you were a crude 
seller ? 

Mr. Kerurr. A crude seller? 

Mr. Harris. In balance. 

Mr. Kerter. No. 

Mr. Hxrats. Not now, but you were years ago. 

Mr. Kertrr. Years ago, we were; yes. 

Mr. Harris. Will you explain what it means to be a crude seller 
in balance or a crude buyer in balance? 

Mr. Kre.rer. There may be more than one definition of that. I am 
using my own words here. I will define my position by saying that 
a crude seller in balance means to me that you have more crude than 
you are refining, which was our case a few years ago. Therefore, the 
net effect is that you are a seller. The reverse of that would be if 
your refining operations—and we are by the same definition a crude 

uyer, Since we are running more crude to our refineries than we 
produce. 

Mr. Harris. For integrated companies, such as yourself, it is the 
most desirable position to have the balance, is it not, that is, of pro- 
duction and refining? 

Mr. Keeter. Yes, it would be an ideal situation. 

Mr. Harris. But you have become now a company in which you re- 
fine more products which you sell to the public, that is, more oil, than 
you produce? 

Mr. Keetrr. That is right. 

Mr. Harris. What is the excess percentagewise ? 
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Mr. Keexer. It is about 50-50 or pretty close to it. 

Mr. Harris. How many refineries do you have? 

Mr. Keecer. We have seven. 

Mr. Harris. When a company is in the refining business, they~-have 
got to have crude oil in order to keep that business going. 

Mr. Keeter. Excuse me; that is in the United States. 

Mr. Harris. You have some outside of the United States? 

Mr. Kreter. We have asmall refining operation in Venezuela. 

Mr. Harris. Did you get my question ? 

Mr. Keerer. No. Iamsorry. 

Mr. Harris. I said when a company is in the refining business, it 
must and has to buy its oil. 

Mr. Keeter. Yes. 

Mr. Harris. And you must have a source of supply. 

Mr. Keeter. That is right. 

- Harris. That is true with any product in this country; is it 
not 

Mr. Keerer. Yes. 

Mr. Harris. Whether it is in the oil business or some other business. 

Mr. Keever. That is right. You have to have your raw materials 
for manufacture. 

Mr. Harris. And the problem of that industry which manufactures 
or processes is to obtain the material by which it may manufacture 
and process the product for the public. 

Mr. Keeter. That is right. 

Mr. Harris. In purchasing this product from the supply is where 
the competitive element is found; is it not? 

Mr. Keeter. It is. 

Mr. Harris. You are expanding, and you are rapidly expanding, 
and that is well known throughout the oil industry as well as most 
people who are fairly well advised regarding such operations in the 
country. The fact that you are a sound and healthy expanding com- 
pany, and that you must purchase additional crude for your refining 
operations, the fact that you post an increased price of 25 cents means 
that you are going to get some other sources of supply since you need 
that oil and since there are people that have it to sell ? 

Mr. Keeter. That happened before. 

Mr. Harris. That happened before ? 

Mr. Keever. Yes. e got some very good connections out of that. 

Mr. Harris. That being true—and no doubt there were certain 
connections that you were trying to make with crude suppliers—if 
some initiative had not been taken by the other companies in con- 
nection with the overall problem, is not the result that they may have 
lost some of their crude suppliers ¢ 

Mr. Keeter. That occurred before. 

Mr. Harris. That is not any different from any other industry oper- 
ation in this country, steel or anything else; is it? 

Mr. Keetrer. No; I would not think so. 

Mr. Harris. Is that true or not? 

Mr. Keeter. I think that is true. 

Mr, Harris. If you go to the grocery store and buy sugar and you 
get sugar at the same price in most every grocery store that you 

0 into. 
, Mr. Kreter. Yes. I think that would adjust itself pretty quickly. 
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Mr. Harris. Pardon? 

Mr. Keeter. I think that adjusts itself pretty quickly. If one goes 
up or down, the sugar goes up and down in every grocery store. 

Mr. Harris. You go in every place that you want to in Washington 
and you get cigarettes at the same price regardless of whether they are 
Camels or Lucky Strikes, or something else. Is that not true? 

Mr. Kereter. Yes; I think that is true. 

Mr. Harris. What? 

Mr. Keerrr. I do not smoke. So before you get me out on that 
limb, I better tell you that I do not smoke. 

Mr. Harris. You drink Coca-Cola? 

Mr. Keetrr. Yes. 

Mr. Harris. Do you pay any different price for Coca-Cola at one 
place than you do another ¢ 

Mr. Keeter. I tell you about that Coca-Cola. 

Mr. Harris. Except at ball games. 

Mr. Keeter. I think the price is pretty uniform. But there are a 
few of these places where I did not have any business being in the 
first place where they charge a little extra. But to answer your ques- 
tion, I think Coca-Cola has a uniform price in Washington. 

Mr. Harris. I am not trying to be facetious about it. I am trying 
to point up some of the things that were brought to our attention 
here, and I would like to know about them myself. Frankly, as to the 
economics, I am not an economist myself, and do not claim to be. I 
never studied too much of it, and practiced less. 

Mr. Keeter. Until Chairman Wolverton interrogated me about this 
depletion I do not think that so many people would have known how 
little I am versed in that either. 

Mr. Harris. From your answers and expressions here today—and 
I was not in it at all—I think I know about depletion less than you 
have expressed here, and I know you must know a lot about it. It 
seems to me that the law provides 2714 percent depletion and your 
company takes that 2714 percent depletion on crude production. 

Mr. Weal. They do. 

Mr. Harris. And it does not apply to any other phase of your 
activity, does it, refining or anything else? 

Mr. Keeter. Yes. 

Mr. Harris. I know so little about accounting myself, but I do 
know enough about it that in your accounting you do not take 2714 
percent depletion on your books on anything except the crude 
production. 

Mr. Kereter. That is right. 

Mr. Bennett. Will the gentleman yield ? 

Mr. Harris. Yes. 

Mr. Bennett. Since the gentleman is an expert on the 2714-percent 
depletion allowance, will he take the time to explain to some of the 
members of the committee who do not know how that operates? 

Mr. Harris. I never operated any law companies in my life, but 
I do know when the law provides 2714-percent depletion on a barrel 
of crude oil, you take that 2714 percent on your income-tax report, 
like you do any exemption on a dependent of your family. 

Mr. Bennert. For example, if 1 had an oil well that produced 100 
harrels of oil in a year, the 2714 percent of those barrels would be 
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chargeable to my production or would not be considered a part of 
my produc tion for tax purposes ? 

‘Mr. Harris. You would sell that 100 barrels of crude oil. The 
price that you received for it, you can take 2714 percent of that as 
depletion for income-tax-deduction purposes. 

Mr. Bennerr. So instead of your income being 100 percent of the 
price at 100 barrels, it would be 100 percent less the 2714 percent? 

Mr. Harris. Insofar as income-tax purposes are concerned, yes, as 
I understand it. 

Mr. Harris. What was the thing that I wanted to inquire about 
insofar as depletion provisions are concerned? Depletion was started 
away back about 1919, originally. 

Mr. Kreter. I could not give you the history on that. 

Mr. Harris. It has been brought up through these years as a policy 
for one purpose and one purpose only, and that is to do precisely 
what has been done, and that is to bring about an exploratory pro- 
gram that would provide the reserves to meet the public demand 
and that has inured to the benefit of our national defense and public 
welfare, as well as the overall economy, has it not? 

Mr. Kererer. I think it has. 

Mr. Harris. That is all, Mr. Chairman. 

The Crarrman. Mr. Heselton. 

Mr. Hesevron. In listening to your testimony, as I gather it, your 
concern and the concern of those who made this increase was largely 
as to the availability of crude oil in the future, inside this country, 
rather than outside. 

Mr. Kreter. Yes; that is right. 

Mr. Hesenron. A good deal of the crude that you produce and 
that you purchase comes from Texas, Oklahoma, and the Southwestern 
part of our country. 

Mr. Keerer. Yes, sir. 

Mr. Hesevron. Each of those States, if I understand correctly, 
are members of the so-called Interstate Oil Compact, and in each 
of those States there are local laws with reference to allowables. 

Mr. Keeter. Yes. 

Mr. Heseiton. Your company, along with other companies, meets 

regularly with the local agencies and gives your best estimates as 
to what the demand will be for periods 1 in advance; is that right? 

Mr. Kerewer. Yes. 

Mr. Heseiron. Then the commissions or agencies in charge of the 
program set the schedule of allowables for the next month; is that 
right? 

‘Mr. Kreter. Yes. 

Mr. Hesetron. The Texas commission in particular—and I do 
not know very much about these commissions—did not the Texas 
commission in the last few months, say up to the last 2 months, suc- 
cessively reduce the allowables in Texas? 

Mr. Kerever. I believe a review of that situation indicates that 
the Texas Railroad Commission has really increased allowables, the 
last 4 months since April, May, and so on. 

Mr. Heserron. But I want to go back, if you will, to the latter 
part of the year, the last few months of the year and the first few 
months of this year. Were there not successive monthly reductions 
in allowables by the Texas commission during that period ? 
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Mr. Keevter. You say were there? 

Mr. Hesevron. Were there not ¢ 

Mr. Keeter. I believe there were, 

Mr. Heseiron. I am asking you about the others because I do 
not know. Was that true in other States that have these proration 
laws? 

Mr. Keeter. There has been some reduction in Kansas, and there 
has been some reduction in Oklahoma, and I think there has been a 
little bit of reduction in Louisiana. 

Mr. Hesexron. Is it not a fact that the actions taken by the State 
commissions under their proration laws actually have diminished the 
supply available to your company and to all other purchasers of crude 
oil in that area? 

Mr. Kererer. Well, that was my trouble this morning when I was 
talking about the shortages. In connection with the Sprayberry 
field, we lost production. We were shut in. But I could not say that 
we were short since we were able to find it or buy it. 

Mr. Hese.ron. That of course was a proper matter related to con- 
servation, as far as 1 know, because even your company is still con- 
testing it on some other principle, but what I am talking about is 
something unrelated to conservation. It seems obvious to many people, 
very sincere people, that it is nothing more nor less than a device in 
order to keep the amount available as close to or below the estimated 
demand and consequently to stabilize the price and have other eco- 
nomic advantages. 

I realize you won’t agree with that but I want to put that in the 
record, because I do sincerely feel that way and a witness before this 
committee last week seriously and sincerely urged that we take steps 
to repeal the Interstate Compact Commission and also the Connally 
Hot Oil Act. 

I want to conclude this by a quotation, and I would like to ask you 
to comment on that. The quotation is as follows: 

The institution of proration has thus modified the mechanism whereby supply 
and demand are equated. Formerly regulated by price alone, supply is now 
restricted at the wellhead by proration which therefore acts as a substitute for 
prices at this point in the system. 

Would you care to comment on that? 

Mr. Kereter. I haven’t felt that to be the case. 

Mr. Hesevron. Well, the person who made that statement was the 
Chase National Bank economist, Mr. Joe Pogue, and he was described 
as one of the oil industry’s best friends. 

Mr. Keeer. I am not saying that it could not act in that manner, 
but as far as I can see it has not. Now, maybe that is true. 

Mr. Heseron. If the Texas commission and the other commissions 
would increase the allowables, at least talking as of now, talking as of 
the June 15 price increase that your company instituted, do you think 
that you would have instituted that price increase? 

Mr. Keeter. I did not get that; there was some noise back here. 

Mr. Hesexron. If the Texas commission had allowed the produc- 
tion at the highest rate in the history of oil production since the com- 
pact had been in effect, do you think that your company on June 15 
ast would have instituted this increase ? 


Mr. Keerer. If the Texas Railroad Commission had, we will say, 
doubled the allowable or at least let them run wide open on any kind 
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of a basis, just to take a case, I don’t think that that in one way or 
another begins to correct the problem that is one of the fundamental 
problems that Phillips Petroleum Co. and the industry both have, par- 
ticularly Phillips, and that is the problem of developing discoveries. 

Now if they had opened up like I have said there for the full days, 
I don’t know what the economic effect would be, but I suppose it would 
go in the direction of going down. But I am not sure that it wouldn’t 
be a waste which is also fundamental, that the Texas Railroad Com- 
mission, its very heart of their program, is conservation. There is 
one thing on that, that if you will just permit me, and I won’t take 
but a moment here, but in connection with this conversation when we 
were discussing it this morning, some of you may not understand why 
we have objected to the situation that existed in connection with Spray- 
berry. But the situation is this: That the district court enjoined 
the order there of the Texas Railroad Commission and I may not be 
using the proper language to describe this for any lawyers who may 
be present, but the net result is this: 

The action of that court was such that our competitors could drain 
our underground reserves. Now, we aren’t basically fighting or buck- 
ing or doing anything against conservation, we believe in it, but cer- 
tainly we don’t believe and we will fight and we will buck when a court 
or any institution sets it up so that our competitors can drain the 
reserves that we have underground. 

Now, that was what was the real crux of our problem, and I suppose 
you know that but there were some on the committee that I am not 
sure understood what our problem was. 

Mr. Hesevron. I will go one step further in connection with this 
problem of the setting up of allowables under the State agencies. 

I have before me a tabulation from sources in the Bureau of Mines 
and the API, of Texas crude production and allowables from October 
of last year through June of this year. May is a preliminary figure 
and June is an estimate, and in each instance, every month, the pro- 
duction is below allowables. 

Now, having in mind the contention that the allowables are on a 
conservation basis, with a maximum efficiency production or whatever 
the phrase is that they use, I will just read off the minus figures, and 
ask that this table may be inserted in the record, Mr. Chairman. 

October, 299,000; November, 412,000; December, 303,000; January, 
277,000; February, 317,000; and March, 253,000; April, 132,000; May, 
178,000; and June, 219,000. 

Now, I don’t know how much of that is attributable to your com- 
pany’s operations, but it does occur to me that all of this emphasis on 
the incentive to create new sources has a rather hollow sound at least 
in the minds of those who do not know the problems as you know them, 
but do know what is confronting the people that are being asked to 
foot this bill, when we find that not only have the allowables been 
reduced successively to a point of almost ridiculous size, and they 
don’t have any relation to costs, but on top of that the production 
is not up to the allowables in Texas, and I dare say elsewhere. 

I am simply offering that because there are other facts and there 
are going to be other factors that the public has in mind, but I do 
not think a very good case has been made as yet for the increase. 
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Mr. Keecer. I have done my best, Mr. Heselton, and I am sorry 
that I won’t be able to speak for the Texas Railroad Commission. I 
assume that you will want to talk to them. 

The Cuarrman, I have no doubt that General Thompson will be 
here to speak for himself before we finish these hearings, and if he 
is not it will be the first time he has not appeared. 

Mr. Keeter. I think that you will find him very able. 

Mr. Harris. In order that the record may show here the problem 
the gentleman mentioned with respect to the production not being 
up to the allowables, you have production in Texas, do you not? 

Mr. Keeter. Yes, sir. 

Mr. Harris. Is it not true that there are allowables set in each field, 
and for each well that produces in the State of Texas ? 

Mr. Keeter. Yes, sir. 

Mr. Harris. There is a production in the State of Texas of more 
than 3 million barrels or approximately 3 million barrels, daily pro- 
duction. 

Mr. Keecer. I think that that is probably right, in the neighbor- 
hood of that. 

Mr. Harrts. And how many wells, could you tell us approximately 
how many wells there are in the State of Texas? 

Mr. Kreter. No, I am afraid I could not. 

Mr. Harris. There are several hundred thousands; are there not? 

The Cuarrman. Is there anybody from Texas who can answer that 
question ? 

Mr. Harris. It makes little difference so far as the explanation is 
concerned. 

Mr. Keeter. I am sure that you are right, that there are several 
thousand, but I would not know exactly. 

Mr. Harris. Now, is it not true that you will find hundreds of these 
wells that are having to close down maybe for a day or 2 days, or a 
week ? 

Mr. Keeter. Yes. 

Mr. Harris. Because of production difficulties, and equipment and 
so forth and so on? 

Mr. Kererer. Yes, sir. 

Mr. Harris. Each day that a well is closed down, it loses that much 
production to the total of the allowable of that State, is that not true? 

Mr. Keeter. That is right. 

Mr. Harris. And no well is allowed to produce more than the allow- 
able, and so consequently you are bound to get a production that is 
below the total allowable within the area ? 

Mr. Keerer. You are bound to get a figure below the productive 
capacity, and now I am not sure that I understood you correctly. 

Mr. Harets. You have got so many wells in the State and each well 
is given allowable per day production and you have got so many 
ah that are closed down, maybe a day or longer during that month. 
Now, if the allowable is so much to all of the wells, and some of them 
are closed down, then the total production has got to be below the 
total allowable, has it not? 

Mr. Keeier. If some of them areclosed down, that is right. 
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The Cuatrman. Of course you may have a larger amount in reserves 
at the present time than we have ever had before. 

Mr. Harris. It isa very healthy thing. 

Mr. Keever. We would like to see the figure still larger. 

Mr. Hese_tron. Was there any reason for not selecting 1940 as the 
starting point for the comparison with steel, and some of these other 
basic articles? 

Mr. Keeer. One of the principal problems that has faced us is that 
1947 was the last year that we had a crude price increase, I believe 
that was on December 1947. 

Now, since that time these various costs have gone up, steel and 
these other commodities, and we haven’t had similar increases. We 
make a little, niggardly, less than 10-percent increase, and it is looked 
on apparently in some quarters with disfavor. 

Mr. Hesevton. However, if you went back to 1940 or 1939, it would 
be quite a different picture that you have on figures. If you are talk- 
ing about oil and you are talking about steel and you are talking about 
a good many other things. Oil was $1 a barrel, was it not, in 1939? 

Mr. Keexer. If you go back far enough it was less than that. In 
1939 the Mid-Continent-Oklahoma-Kansas 36.9 gravity oil was $1.02. 
The west Texas oil, which apparently did not have an outlet but is 
very low gravity, 39 gravity, was 75 cents. The east Texas was $1.10. 

Mr. Hesevton. Let us take from 75 cents to $1.10. Then in 1940 
and the end of 1945 it went to $1.25 and in 1948 it went up to $2.65, 
and now with this last increase it is up to $2.90. Is that right? 

Mr. Krever. It depends on which crude you are speaking of again, 
as far as the crude and what the gravity is. 

Mr. Hesetton. That isall, Mr. Chairman. 

By the way, what is 36 gravity oil now? 

Mr. Keeter. On the west Texas, 36 gravity oil—I don’t have that 
figure. I have got 36 gravity Mid-Continent oil. I can use that, it 
has gone up to $2.82. 

The Cuarrman. Mr. Keeler, this will conclude so far as I am con- 
cerned, your examination; I noted in your testimony this afternoon 
that you do have Venezuelan holdings. Has there been any increase 
in the price of oil per barrel produced in Venezuela ? 

Mr. Keeter. I couldn’t tell you what that situation is, but on our 
own particular crude it is sold to others and the particular contract 
is based on east Texas crude prices. So that will escalate. 

enna In your opinion will the price of Venezuelan crude 

ou 
: Me Keeter. I would think that if other contracts where purchasers 
are involved are set up on the same basis, it certainly would. But 
I don’t know a whole fot about that South American crude market. 

The Cuarrman. Is there any likelihood of the price being increased 
on the oil that comes from the Near East? 

Mr. Keetzr. That is a hard one to answer. That gets into this 
world crude supply picture and we have had differentials of Middle 
East crude delivered into the United States and the price of Amer- 
ican crude before. So I do not know that that will happen. There 
are some of the crudes that have been sold, it seems to me, that prob- 
ably the tanker situation would be a more pertinent factor to arrive 
at that situation of what will develop. 
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The Cuatrman. Of course the tanker situation at the present time 
is such that it would be inducive, would it not, to buy oil from the 
East ¢ 

Mr. Keeter. Yes; tanker rates are off, that is right. 

The Cuarrman. Considerably off, are they not ? 

Mr. Krerer. Yes, and now I want to make one point here, that 
where a refiner is set up to process oil, that it is not quite so simple 
just to reach out and grab any oil that is available. Some of these 
foreign oils aren’t as attractive, regardless of what the price is, they 
aren’t as attractive as they appear probably on the surface, regardless 
of what the tanker rates are. Some of the refineries in the United 
States, I know, for instance, cannot run certain of these Middle East 
crudes because of their high sulfur content and they don’t have the 
facilities for handling that kind of oil. In the same way, some of the 
refineries cannot take on some of the heavier crudes that are produced 
in Venezuela. So it is not quite as simple or it is not really a simple 
problem to say what that effect is going to be. It will have to be 
studied with a view to the refining situation. 

The Cuarrman. What was the basic reason then for the opposition 
to the proposed legislation that would cut off importations? 

Mr. Kreter. I beg your pardon? 

The Cuarrman. What then was the basic reason on the part of 
the major oil companies to cutting off importations of foreign oil ? 

Mr. Kre.er. I couldn’t tell you, we are neutral on that, and I don’t 
know what the major oil companies had in mind. 

The CuHarrman. I am interested in this foreign situation from the 


standpoint of the Near East particularly because I would assume that 
if the price goes 34 there, it will mean additional expenses to the 
A 


Mutual Security Administration program which means additional ex- 
pense to citizens of our Nation. So I am interested very much in 
a the effect will be in the event the price goes up of Near East 
oil. 

Are there any other questions? 

Mr. Youncer. I only have one question. I was wondering if there 
was any advantage to a company that was integrated in the price over 
a company that just produces crude only. In other words, here is a 
company that produces crude and sells it at a certain price. He has 
no refinery and he has no advantage in any of the refinery processes, 
and which of the companies has an advantage in the production cost, 
if there is any advantage. 

Mr. Keexer. Well, if the producer is only producing oil and has 
no refining, he automatically is going to get an additional 25 cents 
a barrel, if we are talking about this crude price, for each barrel he 
produces. There are adjustments that we have mentioned here on 
these. Whereas a refiner has a different situation because when he 
purchases for an additional 25 cents, that crude, he does not know 
whether he is going to get that, or whether he is going to recover any 
or all part of that Proannt price. 

1en we raised the price of crude in 1948, there was no corre- 
pone change in the market price of products. Now, there was 
that disparity. If the market had gone up some or the expenses had 
gone down, we might have stayed with that 35 cents. I don’t know 
whether I have answered your question or not. 
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Mr. Youncer. I would judge from your answer that the advantage, 
if there is any, is with the company that solely produces. 

Mr. Keeter. It is with the company that is going to be in the pro- 
ducing business drilling these wells; the incentive is tied back that 
way. 

Now, there is an indirect advantage to a refiner, that suppose a re- 
finer takes a position, “Well, I do not want the price of crude raised.” 
If he takes that position and on down the road he cannot find crude 
because we have all been idle at the switch here and we do not increase 
our reserves proportionately to our demand, our rising demand, that 
refiner may well pay more for crude on down the road than he would 
if if went ahead on this basis. Of course, the other thing may be that 
he may end up recovering from products, from the rise in product 
prices, and he may recover and tage won’t be any penalty to him. 
Depending upon his position, whether he is a crude producer or not, 
it would depend upon whether he would make any money by the crude 
rise, 

I think it is pretty hard to answer it in a generalization. 

Mr. Youncer. The integrated company gets no benefit possibly by 
taking some loss probably in its refinery, that it can offset the profit 
in its production, as against a man or against a company that produces 
only. 

Mr. Keeter. That could be, and it would depend upon the produc- 
tion rate in regard to the refining rate. Now, I haven't said, or meant 
to say, that a refiner won’t break even, if he had no production, be- 
cause he can. If the market will bear the increase on products, he 
can do that. Then he recovers and it is possible that I can recover 
and break completely. In an integrated operation where you have 
production and refining, then both sides of it have to be looked at. 

Mr. Youncer. Then the conclusion is that, so far as you are eon- 
cerned in your company, there was no advantage at all in the increase 
in the price of the crude other than the long-term viewpoint. 

Mr. Keever. Well, the long-term viewpoint was the principal 
thing. Now, I was asked today how much money we were going to 
make out of this. And I said that we expected, and this is a conjec- 
ture, that we conjectured that we might make $2,800,000 a year. 

Mr. Youncer. More, that is? 

Mr. Keretrer. Yes, more, after the plus and minus to the crude pro- 
duction are taken into consideration, and our guessing where the mar- 
kets will end up. Now, Mr. Heselton just told me here today, the 
first I had heard of it, that there was a dropoff in kerosene price. 
That dropoff may affect, or may be far reaching, in a lot of areas. 
That $2,800,000 that I told you about may not be there. It may not 
be there. We may not as an integrated company recover anything. It 
is just hard to tell at this point. 

Mr. Youncer. But you did have it in mind. 

Mr. Keeter. Certainly, if we are going to build our long-range pic- 
ture we certainly cannot lose that way. 

Mr. Youncer. I am not asking for an explanation nor an apology 
at all; Iam just asking you what you had in mind. I don’t think it is 
anything to apologize for. We are in a profitmaking world, you 
know, and I don’t think it is anything to apologize for but I wanted 
to know if it was a fact. 

Mr. Keeter. I agree with it. 
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Mr. Peuiy. Mr. Keeler, as I understand, on June 15 you posted a 
price of 25 cents a barrel. That meant on the 142,000 oe a day 
that I believe you buy you paid out that much more money under 
the contracts that you have to purchase crude oil; is that right? 

Mr. Keeter. You said 142,000 barrels. 

Mr. Petty. Was that not the figure you mentioned ? 

Mr. Keever. No, I said 114,000. 

Mr. Petty. I understood that you yourself produced 126,000. 

Mr. Kee.er. That really wasn’t true, just what you said, for this 
reason: That we posted the price where we purchased oil in Texas, 
Oklahoma, Kansas, and New Mexico, and we posted a price of 25 cents 
a barrel. In some of the areas, that was in those States, but in some of 
the other areas, for instance I mentioned in Montana, at one place we 
might buy the crude we purchase from a particular field, we ey that 
for 514 cents additional, and that is not 25 cents but 514 cents. 

Mr. Prury. Is that due to an existing contract, or is it due to 
competitive conditions in this field ? 

Mr. Krever. No; it isn’t a contract to purchase. The way those 
things are worked out, you never know when you are going to have 
your connections and when you aren't. There are very few long-term 
connections. That is connections that you can depend upon. You 
may have a connection today, and somebody come in and take it away 
from you tomorrow. 

Mr. Preity. You have no long-term contracts to buy oil? 

Mr. Keever. We have some. 

Mr. Pewty. Are they at a fixed price, those that you have, or did 
you raise that 25 cents? 

Mr. Keeer. I am under the impression that the particular long- 
term contracts that we have taken into account that if there was a 
crude price increase that that new price would become effective. In 
this particular situation that I mentioned out there in Montana, it was 
a question of the worth of the crude. 

That crude had developed a higher value as a result of competition 
from, originally, Canada. I believe that is the history of it. And 
later, it became, or that particular demand for the crude dropped off, 
with the development of Canadian oil. But the price didn’t go down. 

Mr. Pexty. Generally speaking, though, you pay 25 cents a barrel 
more for what you buy? 

Mr. Keever. Yes. 

Mr. Petty. And you have your own production which you don’t 
pay any more for, it is just coming out of the ground, and you have 
your own wells. 

Mr. Keever. Yes, sir. 

Mr. Petty. How much did you raise your selling price on the prod- 
ucts, and we know that you have 114,000 on which you pay an 
average price of 25 cents more a day, and how do you get at that 
$2 million or more a year ? 

Mr. Keevrr. I don’t have that study in front of me, right now. But 
I did give you some pricing, and our products go to several areas, and 
those prices are fluctuating but estimates were made or our estimates 
were made on the basis of price differentials that appeared to be 
establishing, and whether or not they will hold, Mr. Heselton is kind 
of changing my mind about that, but for instance in group 3 in the 
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Middle West area there is a cent a gallon on house brand. On burning 
oil it is half a cent. And on residual it is about four-tenths of a cent. 

Mr. Petty. You have 7 refineries in this country and right down the 
line on June 15 did you post increased prices on the sales of the prod- 
ucts, the end products? 

Mr. Krerter. No. We haven’t, and in all of the areas we haven’t 
had price increases on all of the products. Now, we anticipate that 
there may be in some areas where the price has not raised that there 
will eventually be an adjustment. We are anticipating this, and con- 
jecturing on it and hoping that it will happen. 

Mr. Prury. Well, it is a pretty rough guess, then, that $2 million 
income figure ? 

Mr. Keever. Yes; I said that that was a conjecture because it is 
pretty hard on these market things to tell where you are going to end 
u 

Mtr, Petty. Is it not true that actually your Montana purchases are 
just a drop in the bucket? 

Mr. Keeier. Our Montana purchases, I don’t know what you mean 
by a drop in the bucket. 

Mr. Petty. Compared with your total of the 114,000 barrels a day, 
your Montana wath 1ases are just a small, a very small portion ? 

Mr. Kretrr. At the present time, we are supplying two refineries 
with crude from those sources and I would not call it a drop in the 
bucket. I think it is a pretty good little operation. 

Mr. Petry. I do not want to lengthen the time here, but I would 
like to go back for just a moment, if you would permit, Mr. Chairman. 

I think you have, since lunch, come back with a statement that we 
were discussing before on the basis of your gross assets, and your 
total assets. Now, your depletion and your amortization and your 
depreciation amount almost to the amount of your total profits. They 
are about $72 million a year, against your $75 million a year profit 
last year. Now, those are things that replace those assets, and actual- 
ly I think that I am correct in saying that we figure profits on the 
equity of the stockholders. 

Mr. Keeter. I maintain that that is not sound and I don’t think 
that you would do that personally. You would not do it if you were 
in business, and if you wanted to increase your business and expand 
it, and Mr. Harris has just questioned me on that, and I poland out 
that we have been expanding our business. 

Now, we have had to borrow money and we have had to take on 
indebtedness. Well, the money that we borrowed, whether that was 
supplied by the stockholders, or whether that was supplied from 
loans—we are entitled to a profit on that and that was the only thing 
I was saying. 

Mr. Peuty. You are getting your $72 million depreciation and 
amortization to repay all of those things, and accelerated deprecia- 
tion on some of them. 

Mr. Keetrer. What would you do as an individual, and I shouldn’t 
ask you the question that way, probably. 

Mr. Petry. Well, don’t do it, then. 

Mr. Keeter. But my point is that as an individual, and I will put 
it this way rather than a question, I will make a statement: That as 
an individual I am sure that if you went out here and established a 
business and regardless of what your income-tax situation was, and 
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regardless of whether you had 5 dependents or 10 dependents—and 
if you do heaven help you—and you didn’t have enough funds to go 
ahead with that business and you wanted to expand it, and you thought 
it was a going thing, if you would invest $5,000 and you come out 
and borrow $5,000, and you end up with $10,000, and we will say that 
that business was such that you could get off your money here at some 
home savings and loan or something that you could get 5 percent from 
that money—now, wouldn’t you expect to get 5 percent by ee 
son, and wouldn’t you expect to take that total money, what you have 
borrowed and what you already had as a stockholder, you and your 
family as stockholders in this business, wouldn’t you take both sums 
to compare against this other alternate use of the money? I think 
that you would. 

Mr. Petry. I think we have got to realize that the public is paying 
that bill, and the consumer is paying it. 

Now, your stockholders have put back $400 million in 10 years in 
that company and they are entitled to a profit on that $400 million. 
But I do not think that necessarily because you have had to put in 
$200 million more and borrow the money. 

Mr. Keeter $300 million more. 

Mr. Pewiy. I think that is being paid off automatically by amartiza- 
tion and depreciation. You are only making 12 percent, and you 
do not have to apologize to me for the amount of your profits, and I 
think that 12 percent is on net equity of the stoc kholders and it cer- 
tainly is not excessive. But I think we want to get a clear picture 
of this thing. 

Thank you, Mr. Chairman. 

The CuatrmMan. To conclude this matter, Mr. Keeler 

Mr, Harris. Could I ask one question? I intended to ask it a mo- 
ment ago. Iam not sure if I know just by what source, or who it was 
that presented it, but had not the oil industry been asking OPS for an 
increase in the price of crude oil for the last couple of years, or at least 
for some time? 

Mr. Kerever. Yes, there have been several, to my knowledge, efforts 
to get the price of crude oil increased. 

Mr. Harris. How much increase did the oil industry ask OPS to let 
them have? 

Mr. Keexer. I don’t know, and I am going to change this a little bit. 
When you say the oil industry, I mean that certain segments of the oil 
industry asked for increases. ‘They asked for different amounts, and 
I think that we have here today some of these companies involved 
and I would not want to trust to my memory on the thing, but I am 
under the nie eae that the amounts asked for in some instances 
amounted to around 79 to 80 cents a barrel. 

Mr. Harrts. In crude, that is? 

Mr. Keeter. Yes, in crude. 

Mr. Harris, I did not realize it was that much. 

That is all. 

The Cuarrman. Mr. Keeler, I want to ask just a question or two, 
going back to this question of depletion allowance and the question 
of 25 cents a barrel as an incentive. I have been giving some thought 
during this afternoon’s session as to how an alternative could be 
worked out that would produce an incentive and for which the public 


would not have to pay as is the case when you increase the price of crude 
361793411 
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by 25 cents a barrel. There comes to my mind this thought: When 
you take the depletion allowance and that goes into your financial 
setup, there is no restriction as to how that shall be spent by the oil 
companies. It will be a part of the funds out of which dividends can 
be paid, and expansions can be carried on. In other words, there is 
no limit to what that depletion allowance could be used for. Now, if 
that depletion allowance should be earmarked for exploration and dis- 
coveries, and that would seem to me to be quite a natural earmarking, 
because you get it as a result of depleting your reserves and if it would 
produce or I should say if it should be earmarked and restricted to us 
for new drilling, then the companies have that incentive and it is not 
chargeable to the public. 

Now, when you compare the situation with respect to integrated, as 
against independent, companies, it would seem to me that the inte- 
grated company has a decided advantage because of the fact that it 
can use this depletion on production in any other one of its activities, 
whether it be the refining or transportation or marketing or what not, 
whereas an independent, not an integrated company, wouldn’t have 
that opportunity. 

Now, what do you have to say, if anything, as to what might follow ? 
In other words, suppose that there was a divorcement of activities on 
the part of integrated companies as between production and all of 
these other activities. Now, we have seen that sort of divorcement 
take place in the moving-picture industry. There has been divorce- 
ment of moving-picture theaters from the production companies. 
What would you think of the application of the same principle to 
the oil industry ? 

Mr. Keeter. I haven’t had a chance to think that one through, but 
just basically one of the things that bothers me about it, Mr. Wolver- 
ton, is that I think that our country and all of our different industries 
end up with greater prosperity where we can eliminate controls. Now, 
for the common good of the country, I recognize that. there are regu- 
lations that are very desirable and places perhaps where we haven’t 
regulated that we should. But I generally look, and this is as I say, 
off the cuff, because I haven’t really had a chance to think that one out, 
but I look any time that I see us putting more controls on this, I get 
the feeling that Government cannot do the same job. I spent a year 
in Government, and I say this as a former bureaucrat now, but I am 
convinced that Government can do a lot of things, but there are a 
lot of things that free enterprise, free industry, without a lot of 
controls, can do better. 

I am afraid that what you were suggesting, and I am just saying 
because when you said “We will put another restriction on it and we 
will divorce it here,” I can see that Government might dismember 
the oil industry and put restrictions on the oi] industry and we come 
up in 1975 or any other year, and I do not care what year you use, 
but we have got to proceed very cautiously. This thing has, as Mr. 
Harris has said, this oil industry has made tremendous strides, and 
they have done it with some regulation. But I am sure that if we 
put too many regulations and cut it up this way too much, that we 
are going to end up doing the very thing that I am sure you would 
not want to do. 

The Cuatrman. I do not want the fact that I have asked the 
question to indicate that I have any definite views along the lines 
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that I have questioned you but I must say that as we carry on this 
inquiry, suggestions that are made from one source or another, it is 
my intention to lay these questions before this group that comes here 
out of the oil industry in order that they may know how some people 
are thinking with respect to some of these problems. 

When you are allowed 2714 percent depletion, which is an exceed- 
ingly large one, and I am not saying whether it is justified or unjusti- 
fied, and can use it for any purpose that you see fit, it seems to me 
that there is something that is worth considering in the suggestion 
that if you are to have depletion then that which you receive as a 
result thereof oe be used to replete what you have depleted. In 
that event, if it is used for that purpose, rather than some other 
purpose, which a a include the payment of dividends, the public 
does not pay for the keeping up of the wells and the resulting 
production. 

Mr. Kreter. Now, Government is interested in more than one phase 
of the oil industry. They are interested in seeing that we not only 
have production but they are interested in seeing, and I feel that you 
are, and I am sure that you are, interested in seeing that we have 
refined petroleum products and that we have transportation systems 
and that we have these tankers to move these things around and these 
pipelines and that we have the terminals and bulk stations to the 
common end that the public best will be served. Now, from that 
stand point—— 

The Cuarrman. That may be true, if you could sit in my position 
and see all of the telegrams that come across my desk from all over 
this country expressing the views of individuals and of companies, 
and otherwise, you could understand my desire to lay before the 
different witnesses who come here some of those problems in order to 
get their reaction to it. 

Mr. Keerer. I certainly think that we should give any of your 
suggestions consideration, and I don’t want you to misinterpret me 
here. 

The Carman. I understand, that it would be a rather difficult 
answer for you to make on such a short notice, with the question being 
merely asked of you. But when you come down to the question of the 
difference between integrated and independent companies, that creates 
a different question because it does relate to free enterprise and the 
extent to which independent companies can be in a disadvantageous 
position as a result of not being an integrated company. 

So as to eliminate that as was done in the moving-picture industry, 
that is where it most recently found expression that I can remember 
offhand, that they divorced the right to conduct theaters from the 
producing companies. There was a reason for it. And I am wonde: 
ing if the same reason applies here, and I am asking the question so 
that those who are better informed than myself can answer. 

Now, I want to compliment you, Mr. Keeler, on your appearance 
here today. It has been a long, grueling experience that you have 
had and having been on that witness stand since 10 o'clock this morn 
ing with a short respite at noon, and you have committed yourself in 
a most admirable manner. You have given the committee consider- 
able information that will be helpful to us as we endeavor to make a 
study of this very important question. As I have had opportunity to 
study the statements of the Phillips Petroleum Co., I certainly cannot 
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but compliment the company on its progressive leadership. I would 
not want that to be construed as meaning that I was complimenting 
them on the increase of 25 cents a barrel which they have put in, but 
generally speaking as to the progressive attitude of your company in 
the conduct of its business. It is one of the features that has had some 
logic with me, as we consider the question of conservation and pro- 
tecting our own resources, to realize that your company is one of the 
companies that has found it possible to work out a plan with Mexico 
so close to us that has proven satisfactory, I assume, from the stand- 
point both of Mexico and your own company. 

For that I think you deserve commendation. 

Mr. Keerer. Thank you, sir. I appreciate that very much. I 
appreciate the opportunity of coming before this committee. I have 
really tried to give you all of the information that I could. The 
information that you have asked for that I haven’t given yet, I will 
see that you get just as promptly as we can do. Thank you, very 
much. 

The Cuarrman. And we supplement it by some additional requests 
for information that we have not covered in our questions today. 

Mr. Kereter. All right. 

The Cuarmman. I assume that you will be willing to help us in that 
respect, also. 

Mr. Kerrier. We will be very happy to try to do what we can, Mr. 
Chairman. 

The Cuarrman. Thank you. 

(The following information was later received from Mr. Keeler :) 

JULY 16, 1953. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. WoLvertTon: In my prepared statement, as well as in my testimony, 
I pointed out that there has been an increase of at least 50 percent in the cost 
today of discovering and producing crude oil over the cost in December 1947, the 
date of the last general-increase in the price of crude oil before the increase last 
month. In connection with those costs, I am enclosing a schedule of the drilling 
costs of Phillips Petroleum Co. and subsidiaries for the years 1948 through 1952. 
It will be noted that there was an increase of 93 percent in the average cost per 
well completed in 1952 over the average cost per well completed in 1948. This 
large increase in cost per well becomes even more impressive when one bears in 
mind the showing in the record that industry experience discloses that reserves 
discovered per well have decreased. 

If I can supply any additional information to you or the committee, or other- 
wise be of assistance, please so advise me. 

Respectfully yours, 
W. W. KEELEn. 


Drilling costs of Phillips Petroleum Co. and subsidiaries, 1948 through 1952 


Average cost 
per well 


$59, 400 


The increase in the average cost per well during 1952 over the average cost 
per well during 1948 was 93 percent. 
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Now, Mr. Petersen. Will you give us some indication of the time 
that will be necessary from your standpoint? How much time will it 
take to present your views? I won’t be responsible for time taken up 
by questions, but from your own statement. 


STATEMENT OF T. 8S. PETERSEN, PRESIDENT, STANDARD OIL CO. 
OF CALIFORNIA, SAN FRANCISCO, CALIF. 


Mr. Perersen. I have a statement, copies of which are here, and I 
think it will take about 4 or 5 minutes to read it and I will be glad to 
try to answer any questions that you might have after that time. 

The Carman. Mr. Petersen is the president of the Standard Oil 
Co. of California. 

Mr. Perersen. I wish to thank the committee for inviting me to 
present the facts as they pertain to my company on increases in the 
west coast prices of crude oil and petroleum products. I am glad to 
make in this more formal way the explanation we informally pre- 
sented some months ago to many Members of Congress, ‘odibding 
some members of your committee. At the time our price increases 
were announced in February of this year we came to Washington on 
our own initiative to submit the facts to many Senators and Congress- 
men from the Western States affected and to other Government 
officials. 

Your committee’s invitation indicated testimony was desired from 
a representative of my company concerning the west coast price in- 
creases we made in February. I will, therefore, address my attention 
particularly to these west coast price increases. 

On the subject I will discuss there is a full public record before the 
Office of Price Stabilization and other Government agencies. I am 
sure it will be of value to your committee if I file this record with you 
as an exhibit. The same document was given these western Members 
of Congress as a chronological statement of events and official acts 
resulting in our price increase. 

To summarize the publicly documented facts shown in the exhibit 
just filed: 

My company announced increases in its west coast prices of crude 
oil and finished products effective February 16, 1953, shortly after 
petroleum price controls had been removed by the Office of Price 
Stabilization. Since January 26, 1951, ceiling prices had been in effect 
and the normal forces of supply and demand had not been free to 
operate. After long investigation, the control agencies recognized that 
these ceiling prices were unrealistically low and were the cause of 
severe shortages of both crude oil and refined products. The severity 
of the shortage was such that my company found it necessary to import 
into California substantial quantities of crude at a loss. 

In November and December of 1952 both the Petroleum Adminsitra- 
tion for Defense and the Petroleum Branch of the Office of Price 
Stabilization found that prompt increases in the ceiling prices for 
crude and products were required to alleviate the shortage; and they 
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recommended that action. The final decision, however, was to decon- 
trol petroleum prices, in preference to increasing ceiling prices, in 
order that the forces of supply and demand could work freely to es- 
tablish the level of prices necessary to relieve the shortage. It was for 
this reason that petroleum prices were freed well before the general 
removal of price controls on other commodities. The essential basis on 
which our price increases would be made had been indicated by us to 
the defense and stabilization agencies before decontrol was ordered. 

Thus, the control agencies recognized that supply and demand fac- 
tors, freed from the artificial restraint of price control, would bring 
about increased petroleum prices on the west coast following decon- 
trol. With a combination of high demand on the west coast, aug- 
mented by very large military requirements, and a cumulating shortage 
of crude oil relative to the refining capacity available, it was natural 
and necessary that these increases be made. If free economic forces 
had been operating, it is undoubtedly true that a series of smaller 
adjustments would have taken place during the 2 years when price 
controls were in effect. Prices affect thousands of individual situa- 
tions, and experience indicates that in periods of shortage prices will 
rise by steps to increase available supplies. 

These orderly adjustments, however, had been prevented by price 
ceilings. It was, therefore, inevitable that when ceilings were removed 
prices would rise. The supply problem required that they do so 
immediately. 

The extent of the increased demand, and of the shortages, as well as 
the necessity for corrective price increases, are stated in detail in the 
report by the Petroleum Administration for Defense, dated November 
13, 1952. This is included in the exhibit T have filed. I respectfully 
refer the members of the committee to that report, since it states offi- 
cially and completely the factors which led to our price increase. 

At the present time, due to the incentive provided by the price in- 
creases, to my knowledge west coast demand for petroleum products 
is generally met. There are exceptions. The most significant is the 
military requirements for aviation gasoline, which is entirely a prob- 
lem of refining capacity. The Petroleum Administration for Defense 
publicly stated that the immediate solution to this shortage did not lie 
in increased crude and petroleum product prices. 

While there is adequate supply at present, and while the price 
increases have provided a production incentive, current price levels 
also recognize that the west coast can no longer be regarded as inde- 
pendent from outside supply. In our opinion the historical inde- 
pendence of the west coast has probably ended and, according to 
present forecasts, the west coast will be an importer in the future. 
Our application for ceiling-price increases filed with the OPS in 
August 1952 recognized this fact. 

In some sections at the perimeter of the west-coast marketing area, 
price increases were not made in February. Due to the availability 
there of products from other supply areas, the economic forces affect- 
ing the coast did not apply. When crude price increases in the alter- 
native supply areas took place, however, it did become necessary that 
we increase our prices in these perimeter sections. 
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It may be appropriate at this point to comment on the suggestion 
that petroleum-price increases are inconsistent with the earnings rec- 
ord of certain integrated oil companies. This suggestion ov erlooks 
the fact that integrated companies are not the only factors in the 
petroleum market. Crude-oil prices must provide an incentive for 
the independent producer and the wildcatter who are essential to the 
development of adequate reserves. Similarly, a healthy refining in- 
dustry cannot exist unless adjustment in crude-oil prices is adequately 
reflected in prices for refined products. This point has been repeat- 
edly stressed by the Petroleum Administration for Defense. 

I wish to say emphatically that my company’s price decisions have 
been independently made. J am aware that within a relatively short 
time after our price increase was announced other west-coast com- 
panies also made increases. I have no knowledge of the considera- 
tion that was given to the increases by those companies. It is ob- 
vious to me, however, that the same economic forces which necessi- 
tated our price action also affected our competitors. 

My discussion of the economic forces which required price increases 
on the west coast has not touched upon the relationship of these prices 
to the general purchasing power of the dollar. It must be apparent 
that when prices are dict: tated by shortage of a commodity, they may 
reach a level which is little influenced by general price levels. The 
absence of direct relationship between the purchasing power of the 
dollar and petroleum-product prices is dramatically illustrated by 
the 2 charts shown on the last 2 pages of the exhibit I have filed. 
These charts portray that gasoline prices, including the increases we 
announced in February 1953, have increased only 20 percent at retail 
and 11 percent at wholesale since 1925. In contrast, the prices of 
other commodities and services purchased by the petroleum industry 
and others had increased in far greater proportion; for example, the 
cost of lumber had increased 248° percent; construction costs were up 
182 percent; and refinery wages were up 137 percent. 

I am sure my testimony and the exhibit I have filed will give your 
committee a full understanding of the reasons for my company’s 
recent price adjustments. 

Now, Mr. Chairman, that is confined to the west coast because that 
is what you asked us for, but if there is anything you would like to 
ask regarding the questions you brought out earlier, I will do my best 
to try to answer them. 

The Cuarrman. Are there any questions, gentlemen / 

Mr. Petersen, we realize that your testimony would necessarily 
be confined to the west coast, and very properly so. In that connec- 
tion I have before me the testimony of Mr. Follis of your company 
before the Ways and Means Committee on May 13. He said: 

Because of the Korean war and other activities in the Pacific, the military 
services have placed demands upon our western oil industry entirely dispro- 
portionate to our supply. 

Did he imply by that that demands might have been shared on other 
areas or that the military should have done so? 
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Mr. Prerersen. The point that Mr. Follis was making there was that 
the west coast being a great deal closer to the area of conflict out in the 
Pacific, it was a natural point for the military to turn to, to secure a 
supply of products, and did. They have asked for a great deal larger 
supply of their military requirements from the west coast than they 
have asked from other parts of the country, because the other parts 
of the country were a great deal farther away. 

I must say that the military have been, once they found we had a 
limit as to what we can produce, extremely cooperative in trying to 
arrange for supplies from other areas of the country, including the 
gulf and the gulf coast. 

The Cuarrman. Well, having in mind, as you say, the proximity as 
being probably the cause that prompted the military to call upon you 
more than some other area of this country, why did not the same reason 
impel the getting of oil from the East Indies or the Near East ? 

Mr. Prrersen. The same reason that the military would not take 
supplies from Sumatra or the Middle East; they are taking a great 
deal of oil from the Middle East, and as a matter of fact, I think 
the military would indicate that the majority of the products going 
into Korea are coming from that area. 

The Cuarrman. Has that been all through the time or just recently ? 

Mr. Perersen. No; that has been my understanding, that it is car- 
ried on as a regular program, since the start of that conflict. But they 
do require a great deal of products, and they have required from the 
west coast and from this country, because they have picked up a 
great deal of products in the gulf, particularly in the last year and a 
half. A great deal of products have been picked up to supplement 
what they get from the Middle East. Sumatra does not have a great 
deal of refining capacity, and they would not be able to get the 
finished products they require in the same degree as they would from 
the Middle East. 

The Cuarrman. Were they only taking refined products from that 
area ? 

Mr. Perersen. I do not know of any crude oil that the military have 
been buying. MSA, as you mentioned a few moments ago, of course, 
has been buying crude oil to go into countries. 

The Cuatrman. Are there refining facilities in the East Indies 
sufficient to be of any appreciable help ¢ 

Mr. Perersen. I think they have been used up to their capacity. 

The Cuarrman. Has that been appreciable? 

Mr. Perrersen. I do not think it has, because the refineries at Palem- 
bang, one by the Shell Oil Co. and one by the Standvac, are rather 
limited as to the amount of oil they can process; and what they would 
be able to do, to take care of their civilian obligations, and above that 
take care of what the military wanted, I do not think would constitute 
a very great contribution to their supply. 

The Cuarrman. Then it is your opinion that the shutdown of 
Abadan did affect the amount that had to be supplied by California? 

Mr. Perersen. It think that the shutdown of Abadan, of course, 
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closed off 750,000 barrels of oil from the world, including a very sub- 
stantial amount of 100-octane gasoline, and it was quite a task to 
have the military supplied with that part of the produce taken away 
from them by that shutdown. 

The Cuatrman. Mr. Follis, the chairman of your company, before 
the Ways and Means Committee on May 13 said: 

It is significant that California oil reserves are being produced at a higher 
rate than other substantial producing areas in the world. 

Does that mean that the California reserves are being produced 
at or above the maximum efficient rate? 

Mr. Prrersen. I think the producing people of the oil industry 
feel, Mr. Chairman, that an oil reservoir should properly be produced 
or could properly be produced at something like 7 percent extraction 
a year. California is producing its fields at about 91% percent or 
about 25 percent more than what good petroleum engineering would 
indicate was proper practice to get the most oil out of that reservoir. 

I think here in this country we are reducing our reserves at a little 
more than 7 percent, and the Middle East on the other hand are reduc- 
ing reserves at comparatively insignificant figures, 1 or 2 percent. 

The Cuarreman. Well, as I understand it, the State of California 
has no conservation law relating to maintaining of good production 
practices in the interest of conservation, nor does it have a proration 
law similar to that in Texas. Is that right? 

Mr. Perersen. California has no conservation law, Mr. Chairman, 
of any kind. We do have one on gas that has very rarely been made 
effective. But they have a conservation committee that is a volun- 
tary committee composed of some 600 producing members, companies 
in California, and that conservation group operates to effect a conser- 
vation committee in 30 areas in California. 

Each one of these areas elects a chairman of this sectional com- 
mittee, and that constitutes that conservation committee. They have 
a subcommittee composed of a petroleum engineering group, and that 
petroleum engineering group examine the reservoirs of the State which 
comprise some 500 reservoirs. About 166 of those are what are still 
termed as flush reservoirs that can be produced in amounts that would 
destroy the ultimate recovery of the oil in those reservoirs. 

The others are older fields, and they are fields that are being pumped, 
and there is no attempt by this petroleum engineering committee to 
make any recommendation as to how much oil could be taken from 
those three-hundred-odd nonflush fields. 

On 166 of these fields, these flush fields, they do make recommenda- 
tion as to how much oil can be taken from those fields without, as I 
say, impairing the reservoir itself. Those recommendations are 
passed to the companies that are producing oil from the fields, and 
their compliance with it is completely voluntary. Sometimes they 
comply, most of the time I think they do, because they are interested 
in getting all of the oil and all of the profits they can out of those 
reservoirs. 
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In many cases, they do not, and since the war it is estimated that 
some eighty-odd million barrels have been produced in excess of the 
recommendations of the petroleum engineering committee. 

The Cuatrman, I have a recollection when I was in California with 
the Cole committee 20 years or more ago that you had such a com- 
mittee as you have described working there at that time, and I assume 
that this is a continuation of that same committee. 

Mr. Prrersen. This is a continuation not of that committee, Mr. 
Chairman, but of a committee that was organized at the time of the 
war, when the war started, and the old committee was abandoned and 
the new committee took effect, under the Petroleum Administration 
for War that came in, and their purpose was to get all of the oil that 
could possibly be produced from the oilfields of California, and this 
present committee is a committee that continues as a result of that 
beginning in 1940. 

The CHarrMan. Just testing my memory, I have in mind the name 
of a Mr, Pemberton. Was he in charge at that time ? 

Mr. Petersen. Yes. You have a good memory. 

The Cuatrman. Probably he remembers me as well. 

I noticed in the New York Journal of Commerce of June 16 an 
article that either you or Mr. Follis had said publicly that he doubted 
supply and dem: and conditions could sustain a change in basic crude 
prices east of the Rockies this year. 

Was that statement made, and if so, what would be the basis? 

Mr. PrTerseN. It was not made by me, and if it was made by Mr. 
Follis, I would be very surprised. 

The CHarrmMan. You see how they get things in New York papers, 
then. 

Mr. Prrersen. It certainly is contrary to any philosophy or feeling 
that we have. 

The CHairMan. Is it your opinion that the crude price increase can 
be sustained ? 

Mr. Perersen. I would like to make a statement before answering 
that question, Mr. Chairman, if I may. I sense in sitting here today 
that this committee has rather the feeling that the oil. industry 1s 
charging some exorbitant prices, too much, and what we have done 
has been to the detriment of the public. I would like to say for my 
company—— 

Mr. Harris. If you said this committee is feeling that, I do not want 
to have any member of the committee be responsible for such an 
impression. 

The Carman, I assume I could speak for other members of the 
committee that any interest that we have shown in this subject is not 
necessarily based on a commitment to any particular view, but as is 
frequently said over the television, “This is our means of getting 
the facts,” 

Mr. Perersen. I appreciate that. I would like to say that as far 
as the feeling of responsibility in the public interest, that Mr. Heselton 
has mentioned several times today, that my company has a very serious 
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regard for that, and I am quite sure that that regard is shared by the 
responsible elements of the oil industry which I think may include 
practically all of it. 

Now, I have here a little chart that shows what I think is the real 
measurement of what the oil industry has done for the public in the 
main product that the public is interested in, and that is gasoline. It 
goes back to 1913. It shows that in 1913 the worktime for the fac- 
tory worker to earn the price of a gallon of gasoline was 30 minutes. 
That is back in 1913. Today, if we exclude the gasoline tax that 
is in effect, it is 74% minutes. If we include the gasoline tax, it is 
10 minutes. 

Now, you can see that over a period of 40 years, that that line has 
consistently gone down, and it has consistently resulted in some direct 
benefits to the public. He has been able to buy all of the gasoline 
he wanted. I think he is in that position today, so that my feeling 
about the present prices is, first, that they are not high. I think the 
gasoline tax has risen to a point where it is a very considerable part 
of the total gasoline price, but gasoline itself is not. 

So my feeling about this ability of the oil industry, or this oil price 
remaining where it is, is one of sincere belief that the increases were 
justified in the interest of stimulating a greater productive capacity 
in this country, and that they will stand. 

I think that the public are being very adequately taken care of at 
the prices where they now come to rest, even though these adjustments 
as they are made do amount to a very considerable sum of money, as 
has been brought out here in the testimony today. 

The Carman. Do you think the public should have the benefit 
of the savings that come to the oil companies as a result of the deple- 
tion allowance of 271% percent, in the way I indicated a few minutes 
ago ¢ 

Mr. Perersen. I think, Mr. Chairman, that the wisdom of this 
Government in allowing for extractive industries a depletion allow- 
ance is one of the wisest things that has ever been done in protecting 
this Nation with an adequate supply of raw materials. 

Now, as you know, depletion allowances are applied in practically 
all of the extractive industries, coal and sulfur and iron ore, and in 
oil 2714 percent depletion allowance has been allowed, and it has been 
a most practical thing in stimulating the finding of this oil that we 
have, which is estimated somewhere in the neighborhood of 3 billion 
barrels a year. 

The Cuarrman. In view of the fact that you have said it has been 
a very stimulating influence, is it your opinion that it would be a 
totally stimulating influence if it were earmarked for the purpose of 
exploration and discovery ? 

Mr. Perersen. I think practically, Mr. Chairman, and this is my 
view and I know that in our own company that we spend many times 
the amount that is allowed as a depletion allowance in exploratory 
activities of our company. It is my belief that that is true of all 
of the companies. They would take that money and not build a service 
station, as you indicate they could if they wanted to under the pres- 
ent law, but I do not think they do. 

I am quite sure that any integrated company, of which mine is one, 
places more emphasis on that matter of protecting his company’s 
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future and the matter of finding new oil and by their exploratory work 
than he does about any other phase of his whole operation, except 
being able to live with the public. I think that is the No. 1 thing with 
any large company. 

he Cuarrman. If that is the case in your company, where you 
use the depletion allowance for the purpose of new drilliags and new 
discoveries and so forth, then there would not be any objec tion upon 
your part if that were made necessary on the part of ali companies, 
would it ¢ 

Mr. Perrersen. As a practical matter, Mr. Chairman, I do not 
think that it would make much difference whether it was obligatory 
or not. I know that we are spending this year somewhere in the 
neighborhood of $90 million in our exploratory y work. It is a large 
amount of money, but that is the most important job we have got to 
do, is to find enough oil. 

The Cuarmman. What will your depletion allowance be? 

Mr. Prrersen. I cannot give you those figures, and I would much 

rather, if you would permit me, instead of trying to draw them out of 
my head, to send them on to you; and I would ‘be glad to do it for a 
period of 5 years or 1 year 

The Cuarrman. I thought perhaps you could approximately state 
the figures for 1952. 

Mr. Perersen. I am afraid that if it will not affect the record —— 

The Crarrman. I will not press you if you do not like to do it. 

Mr. Petersen. I am afraid it would not be dependable if I give you 
a figure. 

The Cuarrman. Your president, Mr. Follis, in his testimony be- 
fore the Ways and Means Committee on May 13 testified bearing on 
the crude-price rise being occasioned by the need to cover increased 
costs especially in dr illing activities. In that testimony he stated that 
the number of crews operating the first 2 months of this year was 713 
compared with 627 in the first 2 months of 1952, and 485 for 1951; 
and that well completions showed only a slight change and that there 
continued to be a shortage of geologists and so forth. He said: 

As a matter of fact, all of these activities continue at exceptionally high 
levels related to our past history. Development drilling is also subject to 
fluctuations, independent of imports and often related only to the irregular 
sequence with which discoveries come in. A bunching of our discoveries at any 
time will result in a major burst of drilling and vice versa, without regard to 
other factors. 

Do you subscribe to that statement ? 

Mr. Perersen. Yes. 

The Cuarrman. What is your feeling that higher costs have de- 
creased earnings or the incentive to discover crude and that these 
costs have depressed drilling ? 

Mr. Perersen. I think that citing the profits that have been men- 
tioned in our discussions this morning is rather misleading because 
they represent some companies who have had some terrific increases 
in their own earning records. But there are several thousand inde- 
pendent oil operators in this country that have not been in those posi- 
tions and who have been an extremely important force in the matter 
of developing new crude supplies in our country. I think the pres- 
sure that comes from them on the matter of feeling that they are 
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entitled to a gveater return for what they are doing—and the work 
that they are doing is a very realistic factor—I think that there is a 
great deal of that. 

You asked a question this morning about if the people that we 
bought crude from raised the point of wanting a higher price for it, 
and I would say, Good Lord, yes; every one of them raises that ques- 
tion every time we see them. It is not something that they are quiet 
about at all. 

In our country, in California, we buy about 60 percent of the oil that 
we put through our refineries, so the great part of our oil and the 
great part of this increase went right back to those groups of inde- 
pendent oil producers. There has been a very major pressure from 
that group for an increase in the price of crude, because their prices 
have gone up, and the matter of drilling has gone up, and the matter 
of their expenses and the matter of their supplies, and they have seen 
that that difference between what they were able to make and what 
they had to spend was getting smaller and there has been a great force 
in that direction moving for a long time. 

The Cuarrman. Well, the effect on the independent dealer, not 
speaking of the producer now, of course, is very much greater than 
it ison an integrated company; is it not? 

Mr. Perersen. You are speaking now of the service-station dealer, 
Mr. Chairman ? 

The CHAtRMAN. Yes. 

Mr. Prrersen. Yes. I think that the independent dealer, a man 
running a service station or distributor is a fellow that has been pretty 
badly squeezed in the last few years. 

The Cuarmman. Judging by the telegrams that I am receiving, it 
would indicate that is very generally thought. 

Mr. Perersen. There is a point in conjunction with that that I think 
is well to bring out, and that is that when we adjust prices on products, 
we do not adjust any retail price for that; the dealer does that himself; 
so these dealers have a measure of control as to what they are able 
to do, 

The Cuamman. What do you mean when you use the term “we” do 
not ? 

Mr. Perersen. Standard of California. 

The Cuamrman. You did not have in mind anybody else, did you 

Mr. Perersen. I am sorry; I know that trail leads into a very bad 
spot. 

The Cuarrman. As long as you bowed yourself out, I will not press 
it further with you. 

In your May 12, 1953, prospectus, covering your common stock, you 
plan on spending $225 million in 1953. Does this represent any di- 
minution of your program in the United States for exploration and 
development work as compared with 1952? 

Mr. Prrersen. No; it does not. Even if oil never went up beyond 
where it is, we would do our best to spend all of the money we could 
get our hands on properly in our exploratory work. We would do as 
much of it as we could afford. Some day we would have a feeling 
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that the price of oil would finally adjust itself, and we would be able 
to come through there. But that program that is spoken of there 
carries through about the same level as we did in 1952. We have 
inerenbed that somewhat, but those increases have come in the manu- 
facturing field more than the producing field. 

The Cuarrman. Can I assume from what you have said, then, that 
the increase that you made in the early part of this year was not neces- 
sary to improve or create an incentive for additional drilling ¢ 

Mr. Perersen. No; the increase that we made out on the Pacific 
coast, in February, was primarily directed at bringing enough crude 
oil to the Pacific coast to supply the industry and the people of the 
Pacific coast. We have been importing crude there for more than 2 
years, and the other companies have been importing crude. 

If we had not stepped out and been willing to take a substantial 
loss, somebody would have gone without gasoline or diesel oil. That, 
we think, is a major responsibility of a company like ours. We are 
big, and we cannot build up a business that gets up to a point where 
we are supplying a substantial portion of a market and then, because 
we run into difficult times, turn our back on it and not continue to 
supply it. So we have done that. We have shipped trainloads of 
crude oil from Salt Lake to Richmond and from El Paso to El 
Segundo for as much as 4 months and at a cost of $1.46 for freight 
out of our pocket. And we have been glad to pay it to get the crude 
to see that the fellow up in Seattle did not run out of fuel to feed 
himself or keep himself warm. 

That is the primary reason for that adjustment. When prices had 
moved, and we had asked the Office of Price Stabilization before they 
could move, for permission to adjust and to a point where we could 
bring crude into the Pacific coast; that was the primary purpose. 

But a purpose almost as important is the one of giving to the in- 
dependent oil producer an incentive to do just what you have outlined 
We like that incentive ourselves, but if we did not have it, we would 
still try to find all of the oil we could. 

The CuHairman. Of course, I can see that there is a different ele- 
ment that enters into it so far as Standard Oil of California is con- 
cerned, more easily at least than I can with some other. 

Now, Mr. Petersen, will you supply us with your per unit charges 
for the years 1950, 1951, and 1952 for depletion and amortization “of 
leaseholds as it totals for the United States? Though my request at 
this point is limited to that, as it does not show up separately in 
your financial statements. Perhaps you had better furnish them, 
too. 

Mr. Perersen. We will be glad to do that. 

(The financial statements have been placed in the committee files. ) 

The Cuarrman. And also any direct charges which do not pass 
through your amortization accounts; and would you also indicate for 
these years the amount of depletion under the 27-percent allowance 
which you take for income-tax purposes? 


Mr. Perrersen. We will be glad to get those figures and supply 
them to you. 


86179—54——12 
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(The information is as follows:) 


ANSWERS TO QUESTIONS Nos. 1 AND 3 


No. 1: Unit charges for year 1950, 1951, 1952, for depletion and amortization 
of leaseholds as it totals for United States. 

No. 3: Any direct charges which do not pass through amortization accounts.’ 

Standard Oil Co. of California does not use separate depletion and deprecia- 
tion unit rates, and does not compute depletion and depreciation separately 
for each property. It uses overall rates to write off the cost of properties (lands 
and leaseholds), well costs, and miscellaneous plant. Its direct charges relating 
to acquisition, retention, and development of properties which do not pass 
through depreciation, depletion, and amortization accounts are unproductive-well 
(dry-hole) costs, delay rentals, and expensed exploration costs. 

These charges are as follows: 


Depreciation 
depletion and 
amortization 


Direct charges 7" | $/bbl. pro- 
| rotal > 
to expense duction ? 


$42, 588, 751 J $59, 636, 478 $0. 55 
46, 980, 754 26, 507, 511 73, 488, 265 66 
54, 074, 598 43, 865, 534 97, 940, 132 | 88 

' 


1 Consists of unproductive well costs, delay rentals, exploration expenses. 
? Production consists of crude oil and natural gas liquids, and of dry gas expressed on an oil-equivalent 
basis 


ANSWER TO QUESTION No. 4 


Would you also indicate for these years the amount of depletion under the 27- 
percent allowance which you take for income-tax purposes? Standard Oil Co. of 
California and its subsidiaries (United States operations only). 


1950____ ; ; $60, 939, 809 
1061_.__. : NS , 66, 250, 915 
1952 aris i 7 ts iiciaik. Letah ade’ GREE RES. 


STANDARD O11 Co. OF CALIFORNIA, 
San Francisco 20, Calif., August 14, 1958. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. WoLtverton: As requested in your letter of July 28, 1953, there is 
enclosed the data outlined in the table which you submitted. Because our meth- 
ods of recordkeeping are not in complete accord with your segregation of items, 
we were compelled to make some slight variations but have followed your table 
as closely as possible and have endeavored through the use of explanatory foot- 
notes to bring out the variances, 

We have taken the liberty of adding a line to the table showing total expendi- 
tures incurred for exploration and development work. 

If there is further information you require, we will be pleased to comply. 

Very truly yours, 
T. S. PeTersen. 

Enclosure. 


4 Standard Oil Co. of California and its subsidiaries (United States operations only). 
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The Cuarrman. Now, I have been a bit interested in the articles 
that have been written by Miss W. M. Jablonsky in the Journal of 
Commerce, having to do with the crude oil prices in Venezuela and in 
the Middle East, especially those of June 18 and July 2. 

These discuss at some length the interrelation between the increase 
in these domestic prices of 25 cents and the accompanying increase 
in the Venezuela price and the probabilities of maintaining them if 
the Middle East price does not change. Do you know whether the 
price in the Middle East has changed ? 

Mr. Petersen. The price in Venezuela has changed, as I am sure 
you know, but the price in the Middle East to my knowledge, as recent 
as last Saturday, had not changed. 

The CHarrman. I understood it was around $1.50 and had been 
$1.65. 

Mr. Prversen. There are several prices there. The price that is 
charged for Arabian crude down in the Persian Gulf is $1.75, and I 
think that there is some prices for different crudes there that are dif- 
ferent gravities and higher sulfur contents that do not have quite 
the refining value that that crude has, and they are offered at some- 
thing lower than that. I recall it was $1.60. 

The CHarrmaNn. If that price continues, will that not lead to greater 
imports of oil into this country ¢ 

Mr. Perersen. At the present time, I think the oil from the Middle 
fast coming to this country constitutes only about 4 percent of the 
supply that this country is using, so it is not a big factor. I do not 
know. I would think that if that crude is offered in this country, 
that there could be some additional Middle East crude come here. 

The CuarrmMan. Would not that be natural under the circumstances? 

Mr. Perersen. I would think that a company that was interested 
in disposing of its crude might welcome some sales of Middle East 
crude coming into this country as well as other areas. 

The Cuatrman. Especially with tanker rates at such a low level as 
they are at the present time. 

Mr. Perersen. That is the main factor that is causing the move- 
ment that is occurring of Middle East crude into these areas of this 
continent. As you know, at the present time the tanker rates are very 
depressed. 

The CHarrman. Frequently the charge is made that this increase of 
25 cents per barrel was made with a thought that it would have an 
influence on pending legislation. Do you have any thoughts on that? 

Mr. Perersen. I am sorry; I did not get your last word. 

The Cuarrman. I say, frequently the view is expresed that the in- 
crease of 25 cents a barrel at this time was done for the purpose of 
influencing proposed legislation limiting imports, and it was done to 
take the pressure off against such legislation. Do you have any thought 
to express on that ? 

Mr. Prrersen. My feeling is that that is not so, Certainly if that 
is the only basis we have of moving or adjusting our price of crude, 
it is not a very sound one. I think that the price of crude was arrived 
at solely from the standpoint of—and when the story is finally de- 
veloped—of developing a greater reserve in this country by pro- 
viding a greater incentive to the people. l 

The Cuarrman. The Independent Petroleum Institute that previ- 
ously had taken one attitude on that proposed legislation, seemed 
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to be greatly pleased with this increase, and there has been some indi- 
cation that they were not pressing their position as strongly as they 
previously had. 

Mr. Perersen. Well, my feeling on that, Mr. Chairman, is that that 
would be a very difficult bargain for anyone to make if he had any 
such inclination. I do not think that there is any bargain of that 
kind in this adjustment at all. 

The CuarmrMan. You do not mind my dropping some of these things 
in your lap for an answer, do you? 

Mr. Prerersen. Not a bit. 

The Cuarrman. If the Middle East price does or has gone up, 
does this mean that it will go up for all consumers, do you think, for 
all customers ¢ 

Mr. Perersen. If it goes up, I do not know quite how to answer 
that. 

The Cuarrman. What I am going to drive at is this: Can we look 
forward to an increase of cost to the Mutual Security Administration ? 

Mr. Prrersen. I do not know what adjustments are going to be 
made in the Middle East on their crude. I know that people that 
control that oil, the governments that control it, feel it has some 
definite relationship in value to oil in other parts of the world and 
have some interest in seeing that expressed in returns that come back 
to themselves. The people that sell the oil there, we have an interest 
in one of those companies, a part interest, and all I would do would 
be to make a guess, Mr. Chairman, about the price that might be 
charged to MSA or our Government because of adjustments out there. 

I think maybe I had better not guess, but it would really be a guess 
and that is all. 

The Cuarrman. In order that our record will be complete, I would 
like to read what Mr. Follis said before the Ways and Means Com- 
mittee on May 13; he said: 

The American consumers of petroleum products, public, industry, and the 
military services, have the greatest possible stake in the proposed legislation. 
It is simply not in the interest of these millions of consumers to set up artificial 
import barriers. The consumer fares best as to the prices he pays for finished 
products when all potential raw materials sources can seek a market in all 
potential consuming areas. 

If heavy restrictions were placed on imports, B quotas, tariffs, or other con- 
trols, it should be obvious that artificial forces would be exerted in the direction 
of higher prices for crude oil and its products beyond those inherent to a free 
market. 

I assume you agree with that. 

Mr. Prrersen. I share that view, Mr. Chairman. 

The Cuarrman. I take it from Mr. Follis’ objection to artificial 
forces, that Standard of California will not engage in any understand- 
ing to limit the amount of oil it will import. 

Mr. Perersen. No. As a matter of our own policy, we would try 
and import the oil that we need, and I think once you enter into an 
arrangement with one of these countries, it is very difficult to stop 
the thing altogether. We try to bring our own company in balance 
with the amount of oil that we need to run our own operations. 

The Cuarrman. Then you do not subscribe to the statement to which 
I referred a short time ago, that the increase “undoubtedly will lessen 
the pressure for immediate legislative action on the imports problem”? 

Mr. Perrersen. Yes. 
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The Cuarrman. Do you feel that there could possibly be any idea 
that the increase was done to do just that? I think that you have 
already answered “No.” 

Mr. Perersen. That is right; I have. 

The CHarrman. Would you feel that in the light of the supply 
situation and the many other factors being discussed here, that per- 
haps the increase would not stick much beyond the time that legislation 
could be considered here this year ¢ 

Mr. Perersen. I think this matter of supply that we have in this 
country is something that is very badly misunderstood, Mr. Chair- 
man. We have got supposedly 1 million barrels of production capac- 
ity that the oil industry was asked by the Petroleum Administration 
for Defense to build up as a security measure for this country, and we 
are supposed to have that 1 million barrels. Maybe we do. I would 
not say that we do not. But I know that there are a great many oil 
people that seriously question the ability of this country to quickly 
produce that 1 million barrels of excess capacity. 

Now, that is about 1 million barrels. We are producing now 300,000 
barrels a day, and it is about a 16-percent reserve, and it is hardly any 
reserve at all. So that if we do have the 1 million barrels—and I 
hope we have it—to me it is very important that we keep it. In the 
light of what our present stock balances are and the amount of oil 
that the country is producing and the amount that we are consuming, 
I think that the adjustments that have been made have a very good 
chance of standing up in the light of the economic forces that are at 
work, and I think if those economic forces work to the point that we 
go into a surplus that the price will come down. 

In California, where it is a little simpler, we have made our adjust- 
ments, on February 16, and it has been the result of bringing 12 million 
barrels of oil into California that has corrected our situation com- 
pletely, and maybe we have got that price too high. It could be that 
if that oil continues to come in in quantities like that, it will be a 
measure that we, ourselves, will have to contend with, but I think that 
those things become easy to contend or deal with when they happen. 
At the present time the best thing we could have done on the Pacific 
coast was to make the adjustment \ we did. 

The Cuargman. Do you have any oil coming in from Mexico? 

Mr. Prerersen. No. 

The Cuatrman. Is there any reason why you do not? 

Mr. Petersen. The reason is that it has not been economic to get oil 
from the west coast of Mexico, Mr. Chairman. We have tried very 
energetically for the last year and a half to develop some sources of 
getting oil from the west coast of Mexico. but there is no means of 
taking it there, and to bring it from the eastern side of Mexico and 
come around through the Canal is not economic as compared to other 
sources. 

The Cxatrman. Has not the pipeline across the Isthmus of Mexico, 
the southern portion of it, been completed ? 

Mr. Prrersen. No. There are two pipelines that are across the 
Isthmus of Panama that I think you know of, but they are Govern- 
ment lines and for the transportation of products. That is the only 
pipeline that comes across that isthmus that goes down through the 
Caribbean. 
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The Cuatrman. I have often wondered, with the concern that is 
expressed about our ability to meet demand, especially in view of when 
an emergency may arise, why further consideration is not given among 
our companies that seem to be concerned about that question to the 
advisability of tapping, as it were, or making possible the tapping, 
of Mexican supplies. 

Mr. Perersen. Well, it is a very real source and in the past 2 years 
out on the west coast it could have been just an invaluable help. Of 
course, you know of the pipeline that is coming from Alberta, that is 
coming out to Vancouver, and that does give us an overland pipeline 
outlet to the Pacific coast from a very substantial oilfield. 

Incidentally, at the price that we have adjusted our California 
crudes to, it will just permit at the present price in California that 
oil to finally come to rest down in San Francisco. 

The Cuairman. Having in mind the hazards that exist in the 
transportation of oil across the oceans and from the Middle East and 
Venezuela or any other overseas area, it seems strange to me that we 
do not give some consideration to oil that could come into this coun- 
try, especially in the hour of emergency, overland from Mexico by 
use of pipelines. 

Mr. Prerersen. Well, it would, of course, immediately jump that 
hazard of water transportation. 

The Cuarrman. It would remove it. 

Mr. Perersen. Yes; and that was the feeling back of the Canadian 
pipeline, that the Canadian pipeline could come across Canada and 
a refining center could be established up in the States of Washington 
or Oregon, and they would have that protection. There are two re- 
fineries that are to be built in the State of Washington within the 
next vear and a half, and there is a pipeline coming down from 
Sumas, Wash., into the General Petroleum’s new refinery at Ferndale, 
Wash. That will give them that protection at that point. That line 
is constructed ultimately to deliver, under its full load, from 200,000 
to 300,000 barrels of crude a day, which would be quite a bit of crude 
out there on the Pacific coast. 

The CuHarmman. In addition to the advantages of overland trans- 
portation from Mexico into this country to which I have referred, it 
seems to me that Mexico is in a particularly strategic position in view 
of the fact that by the transportation of oil by pipeline in its own 
country, it can be delivered either on the east coast or on the west 
coast; so that from a military standpoint it opens up, it seems to me, 
a very valuable situation that does not exist anywhere else in the 
world. 

If the need arises, you can send it into the Atlantic or send it into 
the Pacific, as the occasion may require. 

Mr. Perersen. That is happily the situation that we have with our 
neighbor at the north. They are in that position. 

The Cuarman. Are there any further questions, gentlemen ? 

Mr. Hesevron. Mr. Petersen, what is the average drilling of wells 
now in California? 

Mr. Perersen. What is the average, you say ? 

Mr. Hesevton. How many wells are being drilled now, on the av- 
erage ¢ 

Mr. Perersen. How many wells are being drilled by our com- 
pany, you mean? 
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Mr. Hesexton. Well, who drills in California besides your com- 
pany ¢ 

Mr. Perersen. I cannot answer that question, Mr. Heselton. I 
think the wells being drilled out there have some relation to what 
has been drilled in years past, but it is being done in almost despera- 
tion in California, because the people that are drilling those wells 
are not getting very much for them. 

Mr. Hesevron. The reason I asked the question was that in your 
full statement you laid stress on the fact that the west coast wells 
were averaging about 200 a month since early 1951; and I understood 
your testimony to be that increasing the price was to stimulate that 
drilling activ ity. I wonder what your experience has been since there 
was the Yai e increase / 

Mr. Prrersen. The production of California has gone up from 
about 985,000 barrels to, last week, around 1,016,000 barrels. Now, 
it has not come from new wells, but those are the facts as related to 
the production in California. 

Mr. Hesetton. Could you supply, at your convenience, a statement 
of what the drilling is, the drilling per month, since the time of the 
price increase ? 

Mr. Perersen. The average number of wells that are being drilled 
sach month ? 

Mr. Hesetton. Yes. I do not mean now, but to supply them to 
the committee. 

Mr. Perersen. I have my assistant here, and he is making a note 
of these questions that you are asking, so I will not forget them. 

(The information follows :) 


Answer to question No. 5—Request for drilling per month in California since the 
date of the price increase, notices to drill new wells, California 


7 


Monthly Quarterly i 


. | 
Semi- 


Monthly | Quarterly annually || 


1952 
January 203 | January 
February l | February 
March 277 March 
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Answer to question No. 5-—New well starts in California 
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Source: American Petroleum Institute monthly summary of California oilfield operations 


Answer to question No. 5—Number of wells started by Standard Oil Co. of Cali- 
fornia and its subsidiaries in area affected by Feb. 16, 1953, price change 
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Mr. Heseiron. You referred to the situation with reference to 
British Columbia where, as I understand it, you are still supplying 
considerable amount of the exports to that area. Will that be sub- 
stantially changed when they get the pipeline running throught 
there? 

Mr. Prerersen. You mean will the Canadian oil bring a substantial 
amount of crude to the west coast ? 

Mr. Hesetron. Will it relieve the situation as far as the west coast 
is concerned ? 

Mr. Prrersen. It will be certainly an insurance policy for them, 
and they have, I think, a program with that transmountain pipeline 
now under way that calls for placing between 75,000 and 115,000 bar- 
rels of crude initially in the pipeline. 
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They use in British Columbia something in the order of 35,000 bar- 
rels of crude oil a day in those refineries. When that happens, that 
35,000 barrels of oil will be back out of California’s supply, and what- 
ever other amount of that oil comes down there will relieve that situ- 
ation. 

Mr. Hesevron. Is a natural-gas development in the western area 
going to offer any relief? 

Mr. Perersen. Natural gas where? 

Mr. Hesevron. On the west coast. 

Mr. Perersen. Natural gas; you know that we are already import- 
ing from Texas 900 million cubic feet of gas a day; and let me say 
one thing about conservation laws. If we had a conservation law in 
California, we would not have wasted enough gas to run the whole 
economy of the west coast some 4 years; we just blew that in the air. 
That happened some time ago. But we have lost the ability in Cali- 
fornia to supply the natural gas that the State of California re- 
quires, and we are now bringing in the State about 900 million cubic 
feet a day, and that is being enlarged I understand to a billion three 
hundred million almost immediately. 

Mr. Heseron. I am interested in the tabulation as to details on 
west-coast exports. There is a substantial portion of it that went 
to Japan. 

Mr. Perersen. Yes, sir. 

Mr. Hesevron. Is that a traditional supply to Japan? 

Mr. Perersen. Yes; and the thing that constitutes most of that 
supply, Mr. Heselton, is the fuel oil that goes over there, and that 
largely supplied is low-sulfur fuel that goes into the tile plants 
there. There is quite a movement there to Japan, and it goes there 
of course under the regulations that apply to the importation of pe- 
troleum products to Japan. 

Mr. Heserron. It is a historical factor and not just a postwar 
matter ¢ 

Mr. Perersen. Before the war we had, several of the companies on 
the Pacific coast, a major investment in Japan and endeavored to build 
that market up as a source of supply for their own crude production. 

Mr. Hesevron. One final question has been suggested to me. Does 
Standard of California own Calso? 

Mr. Prerexsen. Yes. 

Mr. Hesevron. What is the situation with reference to any increase 
in price on that ! 

Mr. Perersen. We have Calso that operates on about, as I- recall, 
35 or 40 percent of Gulf-coast crudes, and we are paying that in- 
creased price for those Gulf-coast crudes, and I think some 15 or 20 
percent of Venezuelan crudes, and the balance of Arabian crudes. 
Of course, those crudes are coming through at the present time under 
the present Arabian price. 

Mr. Hrsevron. I did not understand the last part of your answer. 

Mr. Prrersen. Those Arabian crudes are coming through at the 
present time under the present Arabian price. 

Mr. Hesetron. And that is not changed ? 

Mr. Perersen. It has not increased as yet. 

Mr. Hesevron. Do you anticipate an increase in that ? 

Mr. Perersen. That is the question that I spoke of a moment ago, 
and I would have to guess on that. As I say, the historical fact is that 
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the Middle East crudes over a period of the last 6 or 7 years have not 
borne too close or direct a relationship to the price of crudes in this 
country, because the importation factor is so small. As I say, it is 
about 3 percent of the crude used here. 

Mr. Hesevron. I think that I saw a comment in possibly the Journal 
of Commerce or possibly the New York Times that the people in 
charge of the Venezuelan oil were conferring because they were fearful 
that if the Venezuelan price did not come up to meet this 25-cent 
increase, it would mean a very substantial amount of sales in this 
country, increasing pressure to put that oil in this country against the 
‘lomestic oil, and once it gets in there, you have the cries against the 
import situation that we heard particularly this year in Congress. 

Do you know anything about what is happening on the Venezuelan 
situation ¢ 

Mr. Prrersen. No; we are a very small producer of crude in Vene- 
zuela, and we have some 15 or 16 thousand barrels of a very heavy 
crude that is full of sulfur and vanadium, and it is one of the things 
that manufacturing people do not like to get a hold of. We put a 
cood many million dollars into Venezuela, and up to this point we 
lave not gotten much of it back. That depletion allowance provides 
the money to look around for oil like that. But I am not familiar 
enough with the working of that problem. 

Mr. Hesevron. Are there any further questions? 

Mr. Harris. First, as Mr. Wolverton, the chairman of the com- 
mittee, complimented Mr. Keeler a moment ago, and in which I would 
like to share, I want to compliment you, Mr. Petersen, also, for the 
very fine presentation you have made here in discussing the problems 
und answering the questions. 

I just wante ed to ask this one question : How much did you increase 
the price of crude to California in February ? 

Mr. Perersen. In the month of February? 

Mr. Harris. Yes. You said you increased the price of crude. 

Mr. Prerersen. We increased the price of crude on February 16, 
and we have, I think it is a little better to give you the amount of 
products that have come in there since that time. “We have increased 
our petroleum supply in the matter of 12,900,000 barrels in the 444 
months that that price adjustment has been in effect. 

A great part of that, 35,000 barrels a day of it, Mr. Harris, has come 
from the gulf where we have been able to br ing gasoline which was in 
terrific short supply in California. 

Mr. Harris. Now, was that crude you brought in? 

Mr. Perersen. It was both crude and finished prodacts. 

Mr. Harris. Well, there has been talk about a 25-cent posted price 
increase of crude by Phillips and other companies as of June 15, and 
how much increase in price did you post ? 

Mr. Perersen. We posted a price ranging from 10 cents on 14- 
gravity crude to 35 cents to 50 cents on 35-gravity crude. 

Mr. Harris. In other words, your increases in prices during the 
month of February were 10 cents for low gravity and as high as 50 
cents per barrel on high gravity? 

Mr. Perersen. On an average of 31 cents for the whole rounded- 
out crude situation. 
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Mr. Harris. And 31 cents per barrel, an average of 31 cents per 
barrel increase in the price of crude, that was the result of your action? 

Mr. Perersen. Yes, sir. 

Mr. Harris. And that was in February ? 

Mr. Perersen. That is right. 

Mr. Harris. It is a very strange situation that we have not heard 
such a great how! about it until the other companies increased their 
price on June 15. We have heard so much complaint about the neces- 
sity of increasing the price. 

Mr. Perersen. We had some people who spoke out and said they 
did not like to see an increase in the price of petroleum products, 
particularly after our OPA had just removed the restrictions against 
such price objections, but we made it a point to contact all of those 
people and tell them why we did those ack and, as I said earlier, 
we came back here to Washington and tried to tell all of you people 
that would be interested in that subject why it was done. 

Mr. Harris. But you have just given a very fine example of how 
the economic factors of supply and demand and the cost of the prod- 
uct work under our system, have you not? 

Mr. Perersen. I do not think you could find a better example, Mr. 
Harris, because 414 months have taken care of a very terrific deficit. 

Mr. Heserron. Are there any further questions ? 

If not, on behalf of the committee, I do want to thank you for com- 
ing here and giving us the benefit of your testimony. We appreciate 
it very much. 

I would like to ask one concluding question. Does Standard Oil 
of California sell to independent dealers under a brand name? 

Mr. Perersen. We sell to independent dealers under our brand 
name of Sherbrune, and we have perhaps 8,000 dealers out there on 
the coast. 

Mr. Hesevron. I understand you do operate quite a number of serv- 
ice stations through a wholly owned subsidiary. 

Mr. Perersen. We operate under salaried operation, something on 
the order of 1,100 or 1,200 service stations. 

Mr. Hesevron. And in that case of those service stations there was 
a price increase, in February, was there not? 

Mr. Perersen. Yes, sir. 

Mr. Hesevron. How much was that? 

Mr. Perersen. That price increase averaged about half a cent more 
than the tank-wagon price, Mr. Heselton. That tank-wagon price 
was adjusted to 114 or 1%» cents depending upon the particular area 
that the adjustments were made in. We had not recovered a freight 
cost in certain areas and so the tenth of a cent difference was a result 
of that. 

There was another half a cent that was added to the service-station 
price, but a great many dealers out on the west coast having been 
controlled on their prices for so long, went away beyond that, and 
some of them went up as much as another cent, and I think in a few 
cases a little more than that. 

Mr. Heserton. That would be a cent and a half or a 2-cent increase 
in the retail price ? 

Mr. Perersen. In some districts it actually reflected an increase 
of more than 3 cents, because of that action. 
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Mr. Heseiton. Has there been any adjustment of that at all since 
that time, since February ? 

Mr. Perersen. Well, there is almost a constant adjustment of that. 
We gave these service stations of ours the right to meet competition 
pretty well, delegated down to a superintendent, that is in a rather 
closely confined area, and that superintendent has the authority to 
have his station sell gasoline at about the competitive level that exists 
in his area there. 

So that those prices are changing, I think, rather quickly; and in 
Los Angeles you will find 5 or 6 prices in that city, because of different 
prices that dealers are posting. 

I wanted the chairman to hear that because he spoke of four sta- 
tions that he never sees charge anything but the same price; but I 
am sure that I could show him a lot that do not do that. 

Mr. Hesevron. We will tell him that, because he is very much inter- 
ested in that phenomenon that he has witnessed and I have witnessed, 
and I am sure my other colleagues have witnessed, this identical price 
around a traffic circle. It poses quite an economic question and per- 
haps a philosophical one. 

Mr. Perersen. Where this applies it is in the areas that, of course, 
are in different sections of the country, and there is a different com- 
petitive situation there. 

Mr. Youncer. I might suggest that perhaps the committee appoint 
a subcommittee to come out to California, Mr. Petersen, and study the 
proper sales method of an integrated company out there. 

Mr. Heserron. I know Mr. Younger is very proud of that organiza- 
tion there. 

Mr. Perersen. We would be glad to have you come out there. 

(The exhibit presented by Mr. Petersen follows :) 


A STATEMENT BY STANDARD Orr Co. OF CALIFORNIA ON CRUDE OIL AND REFINED 
PRopUCT PRICES, FEBRUARY 16, 1953 


The price and supply of petroleum products is of direct concern to all of us. 
We therefore feel you are entitled to know the facts that made necessary our 
price revisions of February 16, 1953. 

This review has been prepared to present the chronology of official and other 
actions which established the need for increased prices to provide essential pe- 
troleum supplies to the west coast shortage area. 

The price controls imposed by the Office of Price Stabilization in January 
1951 froze unrealistic prices as ceilings for crude oil and products. 

The unrealistic price ceilings interrupted the whole petroleum cycle, from 
exploration for new oil and production on through to retail distribution. In 
the face of mounting demand, shortages accumulated. 

These price levels falied to provide the incentive for increased production, 
secondary recovery, development of marginal supplies, or for economic impor- 
tations of crude and products, thus aggravating the shortages. 

Practically from the beginning of price control in January 1951, to the de- 
control of petroleum February 12, 1953, the shortage in California and its re- 
lationship to ceiling prices has been under consideration by defense and stabiliza- 
tion agencies which repeatedly found: 

(a) That a shortage of crude oil and products exists on the west coast. 

(bo) There must be price incentive to stimulate production and to attract 
necessary supplies as needed. 

(c) That increased crude oil prices required fully compensating increases in 
product prices, to preserve a balanced relationship particularly for the opera- 
tion of independent refiners. 

(@) The various official findings added up to an eventual conclusion that price 
controls were “unsatisfactory and unworkable.” To meet the critical California 
situation, immediate decontrol was decided upon as the best solution. 
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The shortage, the necessity for price increases and their urgency are all well- 
documented by official reports made by various governmental agencies and in 
public statements by representative oilmen and public officials. To outline the 
record of statements and developments, a calendar of significant dates and events 
leading up to the decontrol of petroleum and the subsequent price increases of 
February 16 is provided in this brochure. 

Also included is a copy of the report made to OPS on November 13, 1952, by 
the Petroleum Administration for Defense. This details the facts supporting 
the economic necessity for the increases. Comparisons with advances of other 
commodities and the generally accepted price indices also are shown in appended 
charts. 

Prices are now being charged at the retail level which exceed the wholesale 
advances. Such additional increases, largely initiated by independent service- 
Station operators, are the result primarily of increased labor expense—the prin- 
cipal cost factor in retail gasoline distribution. 

In decontrolling petroleum, the highest defense and mobilization authorities 
concluded that “free and competitive prices best serve the interests of all the 
people and best meet the changing, growing needs of the economy.” The intended 
amount of price increases had been indicated to defense and stabilization agen- 
cies before decontrol was ordered. Various published statements of both Govern- 
ment and oil industry officials showed that increases were expected on the west 
coast following decontrol, as a normal result in the working of a free market. 

We sincerely hope that the increased prices will develop the supplies needed 
to remove the shortage. 


SIGNIFICANT DATES AND EVENTS RESULTING IN THE DECISION TO DECONTROL PETRO 
LEUM, AND RESULTING WEST COAST CRUDE AND PRODUCTS PRICE INCREASE OF 
FEBRUARY 16, 1953 


December 6, 1950: Standard announced it was importing its first cargoes of 
erude petroleum from Sumatra, expected to arrive in January 1951. These 
importations were necessary because of the inability to secure adequate supplies 
of crude petroleum locally (Platt’s Oilgram, Dec. 6, 1950). 

December 8, 1950: The oil industry was requested to voluntarily “hold the price 
line” existing at this date (ESA telegram to individual companies, Dec. 18, 
1950). 

January 25, 1951: OPS ceiling price regulations freezing existing prices im- 
posed (White House announcement, Jan. 25, 1951). 

May 1951 to March 1952: Many informal and formal discussions of OPS 
national and regional officials with Pacific Coast suppliers and OPS West Coast 
Petroleum Wholesale Industry Advisory Committee on the adequacy of Cali- 
fornia supplies and the effect of ceiling prices on such supplies (Platt’s Oilgram 
and Oil Daily, May 1951 to March 1952). 

March 26, 1952: Union Oil Co., of California filed application for increased 
crude oil ceiling prices with OPS (San Francisco Examiner, Mar. 26, 1952). 

April 22, 1952: California Crude Oil Producers Committee filed application 
for ceiling price relief with OPS (Oil Daily, Apr. 23, 1952). 

July 30, 1952: Initial Petroleum Administration for Defense Report to OPS. 
This was prepared at OPS request and stated that shortage of petroleum exists 
on west coast and adjustment of price ceilings would tend to alleviate it (PAD 
release 26485, Aug. 27, 1952). 

August 15, 1952: PAD officials visited Pacific coast to determine seriousness 
of existing shortage of petroleum on the Pacific coast with particular reference 
to the danger to the defense program (Oil Daily, Aug. 17, 1952). 

August 18, 1952: Standard of California filed application for adjustment of 
crude and product ceiling prices. 

September 23-24, 1952: OPS Washington, D. C., officials held initial formal 
meeting with West Coast Wholesale Industry Advisory Committee to investi- 
gate the effect of ceiling prices on California supplies of crude petroleum and 
products (Oil Daily, Sept. 26, 1952; summary minutes of 10th meeting of advisory 
committee). 

October 6, 1952: OPS requested PAD again to study the supply situation on 
the Pacific coast in view of applications filed for ceiling price increases and 
discussions of problem by PAD/OPS officials with Pacific coast suppliers (OPS 
letters of Oct. 6 and 20, to PAD). 

November 13, 1952: PAD replied to OPS request of October 6 and 20 with the 
conclusion that a west coast shortage of crude and products existed and 
that until ceiling prices were increased inadequate incentive existed for develop- 
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ing locally or importing necessary supplies. Furthermore, any increased crude 
oil ceiling prices required full compensating product price increases, particularly 
for the economic survival of independent refiners. (This PAD report so ade- 
quately states the complete story of the west coast shortage and the necessity 
for price relief that it is reproduced in full in the second section of this brochure. ) 

December 8, 1952: OPS Petroleum Branch concluded its investigation of the 
problem and recommended a schedule of increased ceiling prices to alleviate the 
shortage (Oil Daily, December 9, 1952). (In essence, the increases in prices 
announced by Standard on February 16, 1953, conform to the recommended price 
increase of OPS Petroleum Branch.) 

December 15-17, 1952: OPS Washington, D. C., officials held second meeting 
with West Coast Petroleum Industry Advisory Committee for purpose of consid- 
ering recommended schedule of increased ceiling prices (Oil Daily, December 22, 
1952; Summary Minutes of Eleventh Meeting of OPS Advisory Committee). 

December 31, 1952: The San Francisco regional director of OPS stated a west 
coast gasoline price increase is in prospect. He said if OPS continues past its 
April deadline, it will grant the increases sought in pending applications; if OPS 
is killed, industry will be free to raise prices (San Francisco News, December 31, 
1952). 

January 7, 1953: OPS regional office concluded its study and reported to Wash 
ington, D. C., that— 

(a) A shortage of petroleum products exists. 

(b) The shortage is caused by increased demand occasioned by population 
growth and increased military demand in the Pacific, with the result that the 
demand in the area will continue to exceed production of crude from within the 
area. 

(c) The solution to shortage is development of new supplies by exploration, 
stimulation of marginal production and secondary recovery and increased im- 
portation. 

In commenting on the manner of achieving the solution, OPS was of the opin- 
ion that “if there was no control of prices, an attempt would be made by industry 
to find the size of price increase it will take to encourage wildcatting, developing, 
and secondary recovery work; however, these increases in posted crude prices, 
unless accompanied by a corresponding increase in price of refined products, 
would have the effect of squeezing the independent refiners and thus probably 
result in less, rather than more refinery input. The amount of any increases in 
the prices of refined products actually put in effect would be dependent upon 
prices established in other producing districts based upon the supply condition 
existing within these areas” (Office of Price Stabilization Region XII Analysis 
and Report on Ceiling Prices of Crude Oil and Petroleum Refined Products, Jan- 
uary 7, 1953). 

(ad) The regional office concluded that since the problem involved considera- 
tions beyond OPS, the entire matter “should be referred to the highest policy 
level in the Defense Mobilization Agency.” It said that increase in petroleum 
products prices would result from decontrol. 

January 15, 1953: OPS, Washington, D. C., concluded that by its standards 
it could not grant increases requested, but that the problem should be opened 
to interagency discussions (New York Journal of Commerce, January 16, 1953). 

January 29, 1953: Interagency meeting held in Washington, D. C., by Economic 
Stabilization Agency, attended by representatives of OPS. Munitions Board, 
PAD, Armed Services Petroleum Purchasing Agency, and ODM. At the meeting, 
it was concluded a shortage existed and that further study and final action 
might be taken by the highest agency—the Office of Defense Mobilization (Platt’s 
Oilgram, January 29, 1953). 

February 2, 1953: President Eisenhower’s state of the Union message on the 
subject of controls concluded: “The weight of evidence is clearly against the use 
of controls in their present form. They have proved largely unsatisfactory or 
unworkable. I am convinced that now, as well as in the long run, free and 
competitive prices will best serve the interest of all the people and best meet 
the changing, growing needs of our economy. Accordingly, I do not intend to 
ask for a renewal of present wage and price controls on April 30, 1953, when 
present legislation expires. In the meantime, steps will be taken to eliminate 
controls in an orderly manner and terminate special agencies no longer needed 
for this purpose. It is obviously to be expected that the removal of these con- 
trols will result in individual price changes, some up, some down. A maximum 
of freedom in market prices, as well as in collective bargaining, is characteristic 
of a truly free people.” 
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February 4, 1953: Petroleum Administration for Defense recommended to 
ODM the immediate elimination of controls on petroleum products, pointing out 
among other things that price ceilings had been an impediment to supply and 
that such problems will be readily solved by immediate decontrol of all crude 
and product prices (J. E. Warren, February 4, 1953, letter to A. S. Flemming). 

February 11, 1953: ODM concluded that petroleum should be decontrolled im- 
mediately. A strong factor was the west coast petroleum problem (Platt’s 
Oilgram, February 12, 1953). 

February 12, 1953: OPS decontrolled petroleum products by issuance of Gen- 
eral Overriding Regulation 12, Revision 1. Mr. Joseph A. Freehill, Chief of 
OPS, referred to pending petitions for higher oil prices and stated he expected 
increases in prices of crude oil and products on the Pacific coast (Oil Daily, 
February 13, 1953). 

February 16, 1953: Consistent with the long effort to obtain ceiling-price 
adjustments and relieve the shortage, Standard Oi] Co. of California announced 
its new schedules of crude oil and wholesale product prices. (A digest of 
Standard’s explanatory remarks relative to the price increase is attached.) 


DIGEST OF PRICE REVISION ANNOUNCEMENT BY STANDARD OIL CO, OF CALIFORNIA 


Standard Oil Co. of California announces that with the opening of business 
Monday, February 16, it is increasing the price it pays for crude oil by from 10 
to 50 cents a barrel. 

At the same time, the wholesale prices of finished products also will be raised. 
The price of motor and aviation gasolines will be increased generally 1.6 cents a 
gallon: heating oil and diesel fuels, 1.8 cents a gallon, and heavy residual fuel 
oils 10 cents a barrel. At some outlying points, due to local conditions, the in- 
crease in wholesale prices is less than these general amounts. 

In addition to these increases in wholesale prices, retail posted prices of gaso- 
line also will be generally increased an additional one-half cent a gallon, to 
partially cover increased costs of service-station operation. Retail-price increases 
of more than a half-cent, however, will be made in some areas to compensate 
for special local conditions. 

“Petroleum prices on the west coast should have been increased long ago to 
assure adequate supplies,’ said T. S. Petersen, president of Standard. “These 
are very necessary and long-overdue adjustments. 

“Petitions for price increases have been on file with the OPS for many months, 
without final action. Our company’s was filed last August. 

“These petitions were based primarily on the fact that there is and has been 
a serious crude-oil shortage in the market served from the California oilfields. 
This has long been recognized by the Petroleum Administration for Defense, which 
recommended price increases last November. 

“Inadequate ceiling prices have been the cause of this shortage of California 
crude oil. While other prices have been going up, there has been no general 
increase in petroleum product prices since October of 1950. 

“For several months, we and other companies have been forced to import 
large quantities of crude oil from foreign sources to partially meet the Cali- 
fornia shortages. If these imports hadn’t been made, the west coast supply situ- 
ation would have been critical. 

“Prices for both crude oil and finished products should be at a level sufficiently 
high to stimulate west coast production to provide more local supplies; to en- 
courage development and preduction of marginal properties; to stimulate more 
secondary recovery from existing fields, and to attract adequate supplemental 
supplies from outside sources as needed.” 

The area covered by product price changes includes the five Pacific Coast States 
and the Territories of Alaska and Hawaii. 

The crude-oil price increases are scaled from 10 cents a barrel for heavy crude 
of 14 gravity and below to 50 cents for 35 gravity and above. 


DEPARTMENT OF THE INTERIOR, 
PETROLEUM ADMINISTRATION FOR DEFENSE, 
Washington 25, D. C., November 18, 1952. 
Mr. E. E. Fost, 
Director, Rubber, Chemicals, Drugs, and Fuels Division, 
Office of Price Stabilization, Washington 25, D. C. 


My Dear Mr. Foote: Your letters of October 6 and 20, 1952, ask the Petroleum 
Administration for Defense for an analysis on applications submitted by the 
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Standard Oil Co, of Califernia and the Union Oil Co. of California for an increase 
in California crude oil and refined products ceiling prices, 

We have reviewed these applications, I enclose herewith a memorandum of 
conclusions addressed to me from the Assistant Deputy Administrator for 
Domestic Operations, together with an accompanying statement more fully 
discussing the pertinent economic factors with respect to the applications. 

Sincerely yours, 
J. Ep WARREN, 
Deputy Administrator. 


DEPARTMENT OF THE INTERIOR, 
PETROLEUM ADMINISTRATION FOR DEFENSE, 
Washington, D. C., November 18, 1952. 

Memorandum to: J. Ed Warren, Deputy Administrator. 

From: C. E. Davis, Assistant Deputy Administrator, Domestic Petroleum 
Operations. 

Subject : Requests for comments on applications received by OPS from Standard 
Oil Co. of California and Union Oil Co. of California, requesting adjustment 
of ceiling prices for crude petroleum produced in the State of California and 
for products derived therefrom. 

Our review of the applications submitted to OPS by Union Oil Co. of California 
and Standard Oil Co. of California results in the following conclusions: 

I. There is a shortage of both crude oil and products on the west coast. The 
seriousness of the shortage is indicated by the fact that the military has been 
forced to purchase approximately 37 percent (50,000 barrels daily) of its west- 
coast requirements from United States gulf coast and Caribbean ports at a sub- 
stantial increase in cost by reason of the abnormal transportation expense in- 
eurred. This is both an abnormal and uneconomic operation for the military 
and is not in the best interests of national security and the national-defense 
effort. The shortage would have been greater if several west-coast refiners had 
not imported approximately 37,000 barrels daily of crude oil from foreign sources 
at excessive cost. It is evident that even this extraordinary and uneconomic 
movement of crude was insufficient to permit military demands to be met. 

Il. The west-coast shortage can be relieved only by increased development, 
exploratory and secondary recovery operations, and by the importation of addi- 
tional quantities of crude oil and finished products from other areas, foreign 
and domestic. Until crude-oil ceiling prices and the ceiling prices for products 
are increased, there will be inadequate incentive for such development opera- 
tions or importations. An adverse effect from existing crude and product prices 
on the west coast is the fact that since early 1951 the well-drilling rate in Cali- 
fornia has been considerably less than in former years when prices were higher 
and responded to the dictates of supply and demand. 

III. The completion of the Trans-Mountain Pipeline, supplying Alberta crude 
to the British Columbia market, will reduce demands against California crude 
production, when available in 1954, by an estimated 35,000 barrels daily, refined 
in the Vancouver area. Beyond this, Alberta crude for movement to California 
is not competitive with current west-coast ceiling prices. The laid-down cost 
of Venezuelan, Middle East, and United States gulf-coast crude oil in California 
is substantially in excess of established indigenous crude oil prices. Impor- 
tation of crude oil from these, and other sources, into California will not be 
competitively and economically possible unless prices on the west coast are 
increased sufficiently to permit such imports without financial loss. 

IV. An increase of west-coast crude-oil ceiling prices will require a fully com- 
pensating increase in product prices, particularly for the economic survival of 
independent refiners. 

V. The geographical position and the historical operating pattern of the pe- 
troleum industry on the west coast are such that ceiling-price adjustments for 
California crude oil and for west-coast petroleum products would neither create 
a shortage in any other area, nor in itself create a need for an increase of ceiling 
prices for crude or products in any other area. 

VI. The current shortage of both crude oil and products on the west coast 
would be greatly alleviated by removal of price control or by such adjustment 
of such prices as would permit and encourage the production and importation 
of crude and products to meet all demands, military and civilian. 

There are technical factors bearing upon the varying economic values of vari- 
ous gravities of crude oil and corresponding product prices relationships which 
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we have not discussed, because we do not understand that these matters are 
within the scope of the requests from OPS. 
Attached hereto you will find a statement more fully discussing the details 
upon which the foregoing conclusions are based. 
C. BE. Davis, 
Assistant Deputy Administrator, Domestic Petroleum Operations. 


STATEMENT WITH RESPECT TO APPLICATIONS FOR CEILING-PRICE ADJUSTMENTS FOR 
CALIFORNIA CRUDE OIL AND PETROLEUM PRODUCTS 


The applications of the Standard Oil Co. of California dated August 15, 1952, 
and of the Union Oil Co. of California dated October 10, 1952, addressed to the 
Office of Price Stabilization, Petroleum Branch, have been reviewed in accordance 
with the requests received from Mr. EB. B. Fogle, Director, Rubber, Chemicals, 
Drugs, and Fuels Division of the Office of Price Stabilization, transmitted to 
us in your letters dated October 6 and October 20, 1952, respectively. Each of 
these applications seeks an increase of the present ceiling prices for crude oils 
and refined products in the west-coast area of the United States (PAD District V), 
pursuant to appropriate sections of CPR 32 and CPR 17. 

There is, at the present time, unquestionably a shortage of indigenous crude 
oil and of “light” products, i. e., motor gasoline and distillate products, on the 
west coast which adversely affects our military effort and the national-defense 
program. The shortage is caused primarily by the impact of the extraordinary 
military and national-defense demands. As a direct result of the shortage of 
indigenous crude and of products, the military has been forced to purchase in 
excess of 37 percent (approximately 50,000 barrels daily) of its west-coast 
requirements at guif-coast and Caribbean ports, at high cost, due to abnormal 
transportation expense. 

The shortages of indigenous crude and of products obtained therefrom has 
required several refiner-suppliers to import from other areas, principally the 
gulf coast, the Middle East, and the Netherland East Indies, substantial quantities 
of crude oil at excess cost, in order to permit these refiner-suppliers to meet 
outstanding commitments for refined products. These abnormal imports reached 
a peak of 71,000 barrels daily in August 1952, made up of 45,000 barrels daily 
from Saudi Arabia, 14,000 barrels daily from Venezuela, and 12,000 barrels daily 
from Sumatra. The delivered cost of all of this crude is substantially in excess 
of the ceiling price for indigenous crude. It is probable that these abnormal 
import operations will be discontinued as the commitments which require them 
are fulfilled. 

It is estimated that the delivered cost in California of Middle East, Venezuelan, 
or United States gulf crude is at least 65 to 75 cents per barrel in excess of 
the established California crude ceiling price even at the most favorable long-term 
transportation rates ogtainable, and at short-term transportation rates, the 
excess would be substantially higher than $1 per barrel. 

Attached you will find charts setting forth PAD’s estimates for the years 1952, 
1953, and 1954 with respect to supply and demand, details of demand, and details 
of west-coast exports. 

Our calculations indicate that the total supply will fall short of demand by 
68,000 barrels daily in 1953 and 45,000 barrels daily in 1954. The shortages will 
be primarily in gasoline and distillates to the extent of 62,000 barrels daily in 1953 
and 51,000 barrels daily in 1954. 

Residual fuel oils will be available during these years in volumes slightly in 
excess of demand. Military requirements for residual! fuel oil in 1953 and 
1954 are estimated at 55,000 barrels daily, but it is doubtful that cutter stock will 
be available on the west coast to manufacture the volume of Navy special fuel 
oil included in these estimates. On the basis of the estimated shortages of light 
products the United States west coast will require an additional 90,000 barrels 
daily of light (34° to 35° gravity) crude in 1953 and 75,000 barrels daily in 1954. 
The decline in requirement of light gravity crude in 1954 is based upon the expec- 
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tation that British Columbia product needs, normally supplied from California, 
will be met by Alberta crude, delivered through the Trans-Mountain Pipe Line and 
refined in the vicinity of Vancouver, British Columbia. We have not taken into 
consideration the installations of new refining capacity in the United States 
Pacific Northwest since completion of any such capacity would be beyond the 
period of time considered in this report. 

Production statistics indicate that California crude-oil production and explora- 
tory activity is substantially behind the place it has historically held with 
respect to the activities in other producing areas of the United States. The 
ceiling price of California crude oil established early in 1951 does not furnish 
un adequate incentive for development of existing fields and for exploration in 
new areas. This is particularly so since, in general, the average cost of find- 
ing, drilling, and producing oil is higher in California than the average for the 
rest of the United States. 

Crude production in the United States as a whole has increased from approxi- 
mately 5,900,000 barrels daily in the beginning of 1951 to approximately 6,500,000 
barrels daily at present, or an increase of 10.16 percent. In contrast, California 
crude production has increased from 960,000 barrels daily in early 1951 to 
985,000 barrels daily at present, or a rise of only 2.60 percent. Historically, 
in periods of high crude-oil demand in the United States, California has produced 
18 percent of United States output, but in the present period of high demand 
it has a developed capacity to produce only 15 percent of total United States 
output. The United States has a reserve capacity to produce, whereas California 
is producing at its full capacity, and the drilling rate has not been sufficiently 
high to adequately increase its capacity to produce. The rate of drilling new 
wells on the west coast has averaged 200 wells per month since early 1951, which 
is 16.67 percent helow the average of 240 wells per month in 1948, when average 
crude-oil prices were higher than at present and responded to supply and demand. 
In contrast, the average drilling rate for the United States since early 1951 is 
at an all-time high of 3.785 wells per month which is 14.35 percent in excess of 
the 1948 drilling rate. 

There is relatively little activity in secondary recovery projects in California. 
It is believed that an increase in crude ceiling prices is essential to stimulate and 
to provide an incentive for added exploratory efforts, development drilling, and 
secondary production. 

The availability of crude transported from Alberta through the Trans-Moun- 
tain Pipe Line, upon its completion late in 1953 or early in 1954, will alleviate 
the demands against California crude oil to the extent that it will make Alberta 
crude oil available to the British Columbia market, previously served by Cali- 
fornia. This crude will not be competitively available to California refineries 
under existing price ceilings. 

Venezuelan, Middle East, and United States gulf crudes are considerably less 
competitive than Alberta crude and an adequate price adjustment to permit 
economic importation of these crudes should immediately stimulate importation 
of the required quantities to meet overall demands. 

In our opinion, it is axiomatic that an increase in crude ceiling prices must 
be compensated for by corresponding increases in the products refined from 
such crude, 

It is imperative for the protection of the independent refiner that, if crude 
ceiling prices are increased, product prices must also be increased. In the 
event of a crude price increase without a compensating product price increase, 
it would be economically impossible for independent refiners to purchase crude 
at such increased prices and absorb the excess cost against the current finished 
products ceiling prices. 

Higher ceiling prices for light products on the west coast would also tend 
to stimulate westward movement of such products overland from district IV 
(principally from refineries in Utah, Wyoming, and Montana), and from the 
western part of district III (refineries at El Paso, Tex., and vicinity). 
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The foregoing analysis has not taken into account the possibility of addi- 
tional crude supplies being derived from Elk Hills. The military, with con- 
gressional approval, probably could end the immediate shortage by opening up 
Elk Hills production to the extent necessary to meet the present military 
demands. 

Technical factors bearing upon the relative economic values of various gravi- 
ties of crude oils and products derived therefrom have not been discussed, 
because we do not understand this to be within the scope of the OPS request. 

In conclusion, we believe that the national security and our mobilization effort 
would be advanced by increasing indigenous production on the west coast and 
by utilizing the existing spare refining capacity. An appropriate price increase 
for California crude, complemented by appropriate price increases for refined 
products, can be expected to achieve these ends by alleviating the existing short- 
age of local production through stimulation of development and wildcat drilling 
operations, the encouragement of secondary recovery operations and the en- 
couragement of importation of crude oils and products. 

In our opinion, a price increase for California crude oil and for its products 
would not, in itself, create, or tend to create, a shortage or a need for an in- 
crease in prices in any other geographical locality, and will, to the extent that 
it stimulates additional production, effectuate the purpose of the Defense Pro- 
duction Act of 1950. In the absence of major distortions in the supply and 
distribution patterns of the petroleum industry, California crude-oil prices can 
be expected, normally, to rise or fall according to west-coast supply and demand, 
largely independent of such factors in other areas of the United States. 

It is our conclusion that existing crude-oil prices on the west coast adversely 
affect its crude-oil productive capacity and the supply of products in that area. 
We believe that the present shortages of west-coast crude oil and products would 
be relieved if their current prices should be decontrolled or increased sufficiently 
to encourage additional indigenous production and the competitive and economic 
importation of crude and products from other areas. 


TABLE I.—Estimated west coast’ petroleum situation (excluding imports), 
1952-54 





1952 


Supply: 
981, 000 , 000, 000 


Crude production or forecast... ........-...-...-- abt 
Producibility ? 
Natural gasoline and other raw materials | 
Receipts of United States crude from other areas | 
Receipts of products from other United States areas 


82, 000 | 83, 000 84, 000 

9, 000 5, 000 5, 000 

33, 000 32, 000 | 35, 000 
Sis ame hie ee a 
31,105,000} 1,110,000} 1, 


| 
| 


124, 000 


Total domestic supply 


Demend: 
Civilian domestic i pees : 924, 000 950, 000 968, 000 
Exports and intercoastal shipments 89, 000 80, 000 58, 000 
Military 4........ 135, 000 143, 000 143, 000 


Total demand Dip epeeresscnageeoteneeiith nL. - are 1, 169, 000 


Surplus or (shortages)... - (43, 000)| (63, 000)| (45, 000) 


1 West coast includes Washington, Oregon, California, Nevada, and Arizona and Alaska and Hawaii. 

2 Excludes Elk Hills except for small operational production. 

3 The tote] supply shown does not include 37,000 barrels per day of foreign crude imports. 

437 percent, or 50,000 barrels per day of total west coast military demand was purchased at}United States 
Gulf and Caribbean ports. 
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West coast refining capacity and crude runs 1952-54 


1952 1953 1954 


‘rude refining capacity as of Jan. 1, 1952 1, 173, 000 1, 219, 000 1, 246, 000 
Srude runs 994, 000 975, 000 995, 000 


TABLE II.—Details of west coast demand, barrels per day, 1952-54 


{Thousands of barrels per day] 


Civilian domestic demand: ! 
All gasolines, including naphtha 
Kerosene and distillates 
Residual fuel oil 
All other 


Total 


Exports and intercoastal shipments 
Crude 
All gasolines 
Kerosene and distillates 
Residual fuel oil 
All other 


Total 


Military: ? 
All gasolines 3 71 
Distillates 15 
Residual and Navy special fuel oil ; : 55 
All other 2 


Total Abode ' 85 143 
Total demand : ’ 1, 098 “1,178 


1 Includes Alaska and Hawaii together with rail and truck shipments to other States. 
? Liftings basis in 1952. Estimated requirements in 1953-54. 
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TABLE III.—Details of west coast exports, barrels per day, 1952-54 


[Thousands of barrels per day] 


lst 2d 3d 4th 
quarter | quarter quarter | quarter | 


1953 | 1954 


Exports by destination: ' 
Crude oil 
British Columbia 
Total wien 





Natural gasoline: British Columbia and 
total 


Gasoline (other): 
British Columbia 
West coast of Mexico 


Total 





Distillates: 
British Columbia 
West coast of Mexico 
Central America 
Japan 


Total 


Residual 
British Columbia 
West coast of Mexico 
Central America 
Ecuador, Chili, Peru, and Bolivia 
Australia and New Zealand 
Japan 


Total 
Other products 


Total, crude and products 


1 Exports by destination from Department of Commerce and therefore do not agree precisely with exports 
as reported by Bureau of Mines 
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COMPARISON OF PRICE INCREASES 
(wholesale & Cost of Living tndexes) 


PS Ah GREP I TI Le INT SARIN TBR HP 


' 


162% COKE 


121% MEATS 
115% COAL 


~~ 105% SHOES 


84% DAIRY PRODUCTS 
~ 82% LIVESTOCK & POULTRY 
77% STRUCTURAL STEEL 
73% COTTON GOODS 
73% COST OF LIVING - FOOD 
— 69% COST OF LIVING - HOUSE 
‘ FURNISHINGS 
©— 67% WHOLESALE PRICE INDEX - 
ALL COMMODITIES 
HS PLUMBING EQUIPMENT 
65% LEATHER 
64% COST OF LIVING - APPAREL 
62% AGRIC. IMPLEMENTS 
St HEATING EQUIPMENT 
54% GRAINS 


52% COST OF LIVING ~ ALL ITEMS 
50% WOOLEN GOODS 


38% DRUGS & PHARMACEUTICAL 


31% TEXTILES 
31% CHEMICALS 
30% FERTILIZERS 


20% GASOLINE - SERVICE STATION 
EX TAX S.F, * 


11% GASOLINE TT EX TAX 3.F.* 


* arrer PRICE INCREASE FEBRUARY 16, 1953 
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COMPARISON OF TYPICAL COSTS WITH COST OF GASOLINE 


1925 - 1952 


J- (82% CONSTRUCTION CosTS 


137% REFINERY WAGES 


92% PAPER 


89F BRICK & Ml 
69% MOTOR VEHICLES 
68% IRON & STEEL 


78% WOM FERROUS METALS 


68% PAINT MATERIALS 
Sh FURNITURE 


* 
20% GASOLINE ~ $.STA. EX TAX (AT SF) 


11% @ASOLINE TT Ex Tax 3.F. * 


© AFTER PRICE RISE FEBRUARY 16, 1953. 


Mr. Hesetton. The committee will now adjourn until 10 o’clock 
tomorrow morning. 

(Whereupon, at 5:35 p. m., the committee adjourned until 10 a. m., 
Tuesday, July 7, 1953.) 
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(Gasoline and Oil Price Increases) 


TUESDAY, JULY 7, 1953 


House or RepresENTATIVES, 
COMMITTEE ON INTERSTATE AND ForeIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to the taking of a recess, 
in room 1334, New House Office Building, Hon. Charles A. Wolverton 
(chairman) presiding. 

The Cuatrman. The committee will come to order. 

The first witness this morning will be Mr. Herbert Willetts, director 
and vice president in charge of domestic marketing, Socony-Vacuun 


Oil Co., Inc. 


STATEMENT OF HERBERT WILLETTS, DIRECTOR AND VICE PRESI- 
DENT IN CHARGE OF DOMESTIC MARKETING, SOCONY-VACUUM 
OIL CO., INC., NEW YORK, N. Y. 


Mr. Witetts. Mr. Chairman, I have a prepared statement. With 
your permission I would like to read it. 

The CHarmman. You may proceed. 

Mr. Witterrs. My name is Herbert Willetts. I am a director and 
vice president in charge of domestic marketing for Socony-Vacuum 
Oil bo. Inc. Mr. Jennings, the president of our Senn was 
unable to accept your invitation to attend these hearings. Your tele- 
gram indicated that you wanted us to discuss the gasoline price in- 
crease initiated by us in New York and New England on June 10. 
Because product pricing falls under my supervision, he asked me to 
appear in his place. 

There is a very natural interest in all things, particularly price 
changes, relating to such essential and widely used products as are 
derived from petroleum. We welcome these opportunities given us 
from time to time by Government agencies to explain certain phases 
of our highly complicated industry. 

The public never likes higher prices. The management of my 
company certainly wishes, along with everyone else, that the general 
cost of living would fall to a point where the dollar would purchase 
what it did not so long ago, without anyone suffering any loss of 
income. There are a great many astute people working on this prob- 
lem, and I am sure we and all others in our industry are eager to 
cooperate. However, the forces which have affected our economy 
over the last few years must still be dealt with in the light of today’s 


realities. 
195 
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Socony-Vacuum market petroleum products principally along the 
eastern seaboard from Maine through the Carolinas, in the Midwest, 
and in a few Rocky Mountain States. Marketing operations are 
also conducted on the west coast by our affiliate, General Petroleum, 
and in the Southwest by our affiliate, Magnolia Petroleum Co. W hile 
the company has extensive crude production and refining interests, it 
is necessary for us in our domestic operations to buy over 47 percent 
of the crude and 17 percent of the products which we require in order 
to serve the demands of our customers here. The great bulk of the 
products which we buy is obtained from smaller refiners. 

In our marketing operation, we sell very little to individual con- 
sumers. Most of our product sales are to small-business men, about 
35,000 gasoline dealers and about 2,500 jobbers who sell gasoline, 
heating oil, or both, We operate only a handful of gasoline service 
stations which are used for training and e xperimental merch: andising, 
and these are to enable us to provide better sales and operating advice 
and assistance to our jobbers and dealers. Thus only a fraction of 
1 percent of retail sales of our gasoline are made by us directly to 
motorists. As for heating oil in the large eastern market, only 15 
percent is sold by us directly to household consumers, the balance of 
85 percent being sold by jobbers. 


SOCONY-VACUUM’S PRICING POLICY 


I believe it will be most helpful to this committee if I begin by out- 
lining Socony-Vacuum’s pricing policy. The prices I refer to are 
wholesale prices. Retail gasoline prices, I should point out, are estab- 


lished by the individual service station dealer. 

True costing of individual products in our industry is impossible. 
Cost accountants universally agree that in any industry, such as ours, 
which produces numerous products from one raw material by con- 
tinuous processes, accurate cost determination is an impossibility. 
Furthermore, any arbitrary or artificial cost basis, we have found, has 
no reality in the market place. 

After long experience and many experiments we finally settled on 
the first element and the keystone of our price structure—the prices 
which refiners quote for large volume sales in the open market which 
is the predominant source of supply for the area to be served. Prob- 
ably over half of the transactions which are reported in these markets 
involve small refiners. Since we are buyers of products from such 
refiners rather than sellers, we do not furnish refinery quotations of 
this nature. It is our opinion, therefore, that these open refinery mar- 
kets most properly and accurately reflect economic conditions affect- 
ing refining operations generally. 

Thus, the starting point in the computation of our price structure 
is the price which refinery sellers quote for their products in the open 
market in their area. Along the eastern seaboard we look primarily 
to the gulf coast m: arket which is the princ ipal source of supply for 
the area. In the central portion of the country the supply flow is 
highly complex, and we take into account open- -market refinery quota- 
tions from both the gulf and the Southwest since substantial supplies 
are drawn from these areas. 

To the primary value of products at the refinery gate, thus deter- 
mined, we next add the transportation factor from the principal source 
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of supply to the terminal in the area to be supplied. In the case of 
the eastern seaboard, ocean transportation is involved; in the central 
part of the country our computation is in terms of truck, tank car, 
pipeline, and barge delivery. 

Other factors which must also be added into our price structure are 
transportation from terminals to secondary storage points or bulk 
plants, marketing expenses including selling, local delivery cost, and 
so forth, and a reasonable return on our marketing investment. 

On the basis of these structure figurations, we compute prices which 
we think appropriate in the various places where we do business. We 
believe these prices are fair, and that they are the prices we should 
receive for our products. Competition, however, in some cases pre- 
vents us from charging these prices, just as in other cases our prices 
undoubtedly keep our competitors below the amounts they would like 
to charge. There are always points where our selling prices are lower 
than what we term our objective prices, which are the prices we cal- 
culate we should get. 

We think our method of computing objective prices is entirely 
sound. It meets the business facts of life. It is a tool which has been 
of great assistance to us in our efforts to do business in a highly com- 
petitive market. 


RECENT HISTORY OF GASOLINE PRICE INCREASES IN NEW YORK AND OVER 
NEW ENGLAND 


On February 26, 1953, in accordance with our long-established 
pricing policies, Socony-Vacuum advanced its wholesale tank wagon 
price of gasoline by varying amounts which averaged about 0.5 cent 
a gallon in its New York and New England marketing area. This 
increase was the first general increase in our wholesale gasoline prices 
in the northeastern part of the country since July 11,1950. For most 
of this period of 214 years price controls had been in effect. Despite 
price controls the cost-of-living index went up 10 percent from July 
1950 to February 1953. The price of gasoline stayed generally level 
and if anything, went down a little. Although the gasoline market 
was basically strong there were spasmodic price wars in certain local 
areas. Such price wars, which often have no relation to the basic 
economics of the oil industry, are characteristic of the industry. 

Early in 1953 we had conducted 2 comprehensive reexamination of 
our price structure. Our studies had revealed that while the cost of 
the crude oil purchased by our refineries had not changed since Decem- 
ber of 1947, there were many other costs affecting our transporting 
and marketing operations which had risen substantially between July 
of 1950 and February of 1953. For example, the wage rates of our 
employees had increased by 18 percent during that period. A promi- 
nent building-cost index revealed that in 10 large eastern cities build- 
ing costs had risen 10.7 percent. This, of course, affected us, par- 
ticularly in the development, improvement, and replacement of our 
marketing facilities. Fabricated structural metal products had in- 
creased 11.1 percent and trucks, which are an important adjunct of 
our marketing operations, had risen 11.7 percent at the wholesale 
level, according to the Bureau of Labor Statistics. Socony-Vacuum 
marketing expense had gone up 10.2 percent. 
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In addition to these factors and others, the quality of Mobilgas 
had been improved between July 1950 and early 1953. The competi- 
tive trend in the industry had been—and still is—toward higher 
octane gasoline and improved quality generally. The difference be- 
tween the open-market gulf-coast quotations on gasoline comparable 
to our old 1950 and new quality Mobilgas presently supplied by us 
amounts tc 0.25 cent a gallon. At the time of our attempted price 
increase last February, this difference had not been reflected in our 
eastern-seaboard prices. 

When we completed our studies the results showed that we were 
selling gasoline, on the average, slightly more than 1 cent below our 
objective prices. After some further deliberation, during which we 
consulted with our representatives in the field in order to gage the 
condition of the New York and New England markets, we finally 
reached the decision to increase our gasoline selling prices varying 
amounts, averaging about 0.5 cent a gallon, still leaving us short of 
our objective prices. We know that even such a modest increase 
would not hold unless our competitors also raised their prices. We 
assumed their cost-increase experiences were somewhat similar to ours, 
but recognized that their interpretation of the supply-and-demand 
outlook for gasoline, or their views en other factors in such a business 
decision, might be different from ours. As it turned out, some of our 
competitors did not increase their prices after we increased ours. Ap- 
parently our appraisal of the market was wrong. The position of our 
dealers had to be given first consideration. We did not feel that we 
could, as a matter of good business, continue to keep them in a position 
where they were at a competitive disadvantage with the dealers or 
suppliers who did not increase their prices. Asa result, we were com- 
pelled to return to our original prices on March 5, 1953. 


GASOLINE PRICE INCREASES OF JUNE 10, 1953 


We again conducted a comprehensive examination of our prices in 
New York and New England toward the end of May of 1953. The 
situation as to marketing and distributing costs was still much as we 
had found it at the time of our previous examination in February. 
In addition, the gulf refinery market had advanced 0.25 cent since 
February, reflecting the improved quality of the gasoline being sold. 

May I interrupt myself, Mr. Chairman, at this point, and ask for the 
record we substitute 25 cents in place of 25 points. We use that as a 
common expression. It is twenty-five one-hundredths of a cent, or a 

uarter of a cent, and for the record we would like to suggest that 
this be changed to a quarter of a cent. 

The quality of our Mobilgas had kept pace. We also reexamined 
the supply-demand position for gasoline on the east coast. Estimates 
for the first 4 months of 1953 showed an increase in demand for this 
area of more than 4 percent over the like period a year earlier. Fore- 
casts of the gasoline demand for the entire country indicated an in- 
crease of 5 to 6 percent in 1953 over 1952. Inventories toward the end 
of April 1953 at sources normally supplying the east coast were 1 per- 
cent below the same period in 1952. Comparisons made for periods 
after the end of April 1953 were disregarded because the May 1952 
refinery strike abnormally depleted east- and gulf-coast stocks for 
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some period thereafter. For this reason we also made a comparison be- 
tween 1953 and 1951 east coast-gulf coast gasoline supply and demand. 
We found that while the east-coast gasoline demand for the first 4 
months of 1953 was an estimated 11 percent higher than the same 
period in 1951, the east coast-gulf coast gasoline stocks as of May 29, 
1953, were only 5 percent above 1951 stocks on the same date. 

As a result of these studies, and after consultation with our field 
managers, we increased, on June 10, 1953, our gasoline prices in New 
York and New England by varying amounts averaging between 0.6 
cent and 0.7 cent per gallon. This increase still left us below our 
objective prices for the area. 


PRODUCTS PRICE INCREASE DUE TO CRUDE ADVANCE 


While you have asked us only to explain the price increase which we 
initiated, I should like to comment briefly on the price increase which 
occurred later in June after the advance in crude prices. The gaso- 
line price increase initiated by Socony-Vacuum on June 10, 1953, had 
been intended only to reflect higher prices in the basic gulf market 
and other additional costs which we had encountered in our distrib- 
uting and marketing operations. Failure to reflect these costs by 
modest increases in selling prices, it seemed to us, would in time in- 
evitably eliminate some suppliers and as a consequence reduce com- 
petition, thus tending in the long run toward either much higher 
prices or shortages. You gentlemen may well ask yourselves whether 
we businessmen are sincerely concerned about such a prospect. Let 
me assure you that we are. Only by serving the public well can we 
or any other business hope to endure, and we feel that to fail to pro- 
vide the products the public wants when and where it wants them, 
=e or war, and at reasonable prices, is the unforgivable sin. 

he increases in crude-oil prices, which began subsequently on June 
15, 1953, were not initiated by Socony-Vacuum but were a natural 
consequence of the increasing cost of finding and producing crude oil. 
I am not going to attempt to analyze these costs or the crude-oil 
markets or to justify the crude price increases since that is out of the 
normal sphere of my responsibilities and activities with my company 
and since there undoubtedly will be other witnesses called by this com- 
mittee more qualified than I to speak on this subject. The fact is, how- 
ever, that crude oil is the basic raw material consumed by refiners and 
increases in the prices thereof have always been followed by increases 
in prices of petroleum produces as refiners try to recoup this important 
addition to their overall cost of operation. 

As I have indicated previously, our east coast objective prices are 
responsive to competitive conditions as revealed by price quotations 
in the open refinery market at the gulf coast. It was not clear imme- 
diately how this market would reflect increased crude costs to the 
refiner in the prices quoted for the various finished products. A few 
refiners on the gulf coast changed their quoted prices immediately 
following the crude-oil advance. However, it was not until 7 or 8 
days went by and the situation was clarified that we felt. we were able 
adequately to appraise the price quotations in the gulf coast market. 

Early in the week of June 22, we concluded that the product prices 
quoted by the largest number of refiners afforded a caeteaiie ap- 
praisal of the way the primary refinery market would reflect the 
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increase in crude cost. At that time it was apparent to us that the 
basic market had advanced 0.75 cent per gallon on gasoline, 0.625 cent 
on distillate and kerosene, and 25 cents per 42-gallon barrel on residual 
fuel oils. 

Before reaching any decision as to what our own finished-product 
prices should be, we took into account one further consideration. This 
was to estimate the increase in realization to the refiner, on the basis 
of the gulf product price increases, and considering the average 1952 
yields. This competition indicated that the refiner would recover just 
about the increase in the cost of crude oil. 

Thereupon we decided on the basis of these changes in the quoted 
gulf prices to make changes in our finished-product prices on the east 
coast. Accordingly, on Wednesday, June 24, we advanced prices by 
the following amounts: 


Gasoline_____- . ; od 7 0.8 cent per gallon. 
Kerosene___ Nias Saeed : 0.6 cent per gallon. 


Distillate__ : ; 0.6 cent per gallon. 


Residual fuels : 5c . 15 cents per 42-gallon barrel 


Your attention is direc ted t to the fact that due to seasonal and other 
competitive factors the price increases of the gulf market were not 
followed precisely on the east coast. 

There are always some who will urge that suppliers such as Socony- 
Vacuum should absorb the burden of crude and other cost. increases, 
and in the temporary interest hold prices down regardless of sound 
business principles. “We have long followed a policy of tr ying to make 
each of our principal activities pay its own way. This is both sound 
business and good policy. Since we are large buyers of domestic 
crude oil and not sellers on balance, we are not in a favorable position 
to subsidize refining and marketing operation out of crude-oil-produc- 
ing profits even if we were inclined to do so. 

fn conelusion T should like to point out that the long-term-product 
price record of the petroleum industry is outstanding. Competition 
has assured fair prices for products continually improved in quality. 
The industry is dynamic, and a free play of economic forces will con- 
tinue to assure the public an ample supply of petroleum products at 
reasonable prices. 

The Cuarmman. Mr. Willetts, I am in receipt of several telegrams 
which I will read into the record sooner or later. Basing my questions 
on those telegrams, I would like to inquire of you just who received the 
six-tenths or seven-tenths of a cent by which prices were increased on 
June 9. By this I mean of the higher prices which the consumer paid 
thereafter, how much went back to the dealer; how much back to the 
jobber, and how much to the refiner. 

Mr. Wiiterts. We are now talking of the June 10 price increase? 

The Cuarrman. That is right. 

Mr. Wiuerts. Of about half a cent. 

The Cuatrman. Yes. 

Mr. Witzertrs. We are not talking of the price increase that followed 
the increased price of crude; we are talking of the June 10, sir. 

The Cuatrman. That is it. 

Mr. Witxerts. On June 10 we increased our prices varying amounts, 
depending on areas, an average of about half a cent a gallon on just 
gasoline. That price increase applied to our sales product at the tank- 
wagon level to our sales of products at the jobber level; but the price 
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that would be reflected in the consumer price at the service-station 
level, that we do not know about. That price is established by the 
dealer and is not established by us. 

We did raise the general level, all methods of delivery, under which 
we sell, which in my statement I have indicated our wholesale price. 

The Cuamman. When you say that you do not know of the price 
fixed by the dealer, as that is in his control, on what basis do those 
dealers operate? Are they in any way a part of your company ? 

Mr. Wiutterts. No; they are not. They are buyers of our product 
and sellers of our product in the retail market. 

The Cuairman. What, if any, influence or authority or jurisdiction 
do you exercise with respect to their fixing of prices / 

Mr. Witierrs. We do not useany. T hat is entire ly up to the dealer 
to establish his own price at which he wants to sell the gasoline. After 
all, he has purchased this product from us. It is his. He can give it 
away. He can sell it at a high price or a lew price, or at any price. 
That is his decision to make. 

The CHatrman. I have this telegram. I would like to have your 
comment upon it fully. It is sent to me as chairman of the House 
Interstate Commerce Committee. It is dated July 2. It reads as 
follows: 

Most major companies made more net profit in spite of the excess-profits tax. 
Retailers of fuel-oil gasoline less profit. Socony-Vacuum made 7 percent net 
profit on gross sales in 1939, 1014 percent in 1951-53. Comparing business with 
these net profits in 1939 Socony- Vacuum gave 37.7 percent gross profit to retailers. 
Percent profit decreased consistently to 18 percent in 1939. 

Now, with latest fuel-oil increases profit is 2144 percent. Socony-Vacuum 
made over $171 million net profit in 1952. 

Some time ago I sent you charts of what the majors are doing to the little- 
business men, retailers, and the public. I am sending you extra charts by air 
mail today showing percent of dealers’ profits in the fuel-oil business. Dealer 
and retail companies should be figured in percent of profits, not in cents per 
gallon as the majors talk about. Gasoline dealers’ profits are lower than fuel 
oil dealers. Small-business men, truckers, workingmen, etc., cannot stand these 
increases. Considering profits of most major oil companies prices should go down 
instead of up. Majors raise price when there is a world oversupply of petroleum. 
Direct slap at President HBisenhower’s administration. These increases are 
unnecessary. 


I will not give the name of the sender of that telegram or the place 
from which it comes at this time. I do not know what might be the 
result if I did. I just will not take the chance. 

I have another one dated July 3, which reads: 


Read your 17 questions to be addressed to major oil refiners. Suggest you 
add an 18th question. 

How can you explain the fact that tank-wagon price retail increased exactly 
the same as tank-car price dealers costs? Is this an attempt to squeeze the 
retail fuel-oil dealer? If your operation in both wholesale and retail wherein 
you dictate the price of both a violation of the Sherman Antitrust Act why 
were so Many supply depots closed when the price advance was announced? 
Is this further attempt to squeeze the dealer? 

Hope you can clean up this mess and give us relief. 


That is signed by an individual. 
I have another one: 


When you question major oil company men hope you can learn why Faey 
raised tank-wagon delivery price on gasoline only three-tenths of a cent at— 
and northeast Arkansas points, when our refinery costs increased 1 cent. Small 
independent jobbers such as us cannot exist on remaining margin. Is it there- 
fore the purpose to kill off independent competition ? 
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That telegram was likewise sent on July 3 

Mr. Harris. That was written from Arkansas, Mr. Chairman ? 

The CuarrMan. That wire was not from Arkansas, but from a point 
not too far away. 

Mr. Harris. I know that town is in Arkansas. 

The Cuarrman. Iknow. The writer of the telegram indicated that 
tome. Otherwise I would not have known it. 

What comment, if any, do you have to make on that? 

Mr. Wituerrs. Well, you have read a great many things to me, 
Mr. Chairman. 

The CuamMan. Would it help if I reread it? 

Mr. Wuerts. It would just confuse me. It would be like water 
on a tin roof, I think, running all together. 

The CramMan. Well, that would be a very pleasant sound just 
now. 

Mr. Witzertrs. I would like to make these comments, Mr. Chair- 
man: One statement said we are embarrassing the President of the 
United States. We hope not. We never want to and I do not think 
we ever shall or did. 

Another statement said that we were trying to put the small-busi- 
ness man out of business, and I would ask you to consider just this 

fact: We in Socony-Vacuum do practically all of our business through 
the small-business men, as my statement has indicated. It would be 
the height of foolishness on our part to try to put him out of business, 
because he is the man who puts our product into the market. We sell 
a very high percentage of our total sales in this country to jobbers 
and we sell practically all of our retail gasoline, or resale gasoline, 
do our resale gasoline business through dealers. We are not inter- 
ested in putting those men out of business. 

I would like to make this further comment. We do nothing about 
the resale price of gasoline at the service-station level. That is the 
dealers’ job to do. 

At the jobber level, at the time we were initiating these price in- 
creases, we did one more thing. We started a study of the prices at 
which we were selling our jobbers and attempted to place ourselves 
in his position. He has had cost increases and so have we. 

Now, the combination of our price increase was made up of improve- 
ment in the quality of gasoline and, as I testified in my statement, 
some increase in the cost of doing business. Thinking in terms of that 
factor, we did alter—in other words, we altered the price we sell our 
jobber; but we did not shove it up quite as much, raise it quite as 
much, as the six-tenths that we are talking about. In other words, we 
gave him this price, that if he sold in his area at the prevailing levels, 
he would have increased his margin. We have nothing to do with his 
margin. We know one factor of that. We know the price at which we 
sell him. We are not sure of the price at which he sells all his mate- 
rial. So we just don’t know his margin. But we did, when we raised 
our price, raised it a lesser amount than this general increase in the 
tank-wagon level. That would, if he sold it at the prices in his area— 
whatever they may have been—have the effect of giving an increase 
in margin. 

The statements have indicated something about the profits of my 
company, and I would like to give you some figures, with your permis- 
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sion, about the profits of my company. We do not think that they are 
exorbitant, or unfair or high. 

I have here some sheets. These are some figures that I brought with 
me, and they go back 10 years, to 1943. 

The Cuarrman. I would be pleased, in that connection, if you would 
give us the same information that was given yesterday by the repre- 
sentative of the Phillips. 

Mr. Wuuzerrs. Mr. Chairman, I do not think I can, because he used 
different figures. I am using net profits in each instance. 

The CuHatrman. You do not have the gross? 

Mr. Wietts. No; I do not have the gross. 

The CuarrmMan. Give us what you do have, and maybe you could fill 
in the balance afterward, for the purpose of the record, 

Mr. Wittetrs. We will be glad to do that. But I am sorry I do not 
have the gross with me. 

The Cuarrman. His statement also included the increase in assets 
during the 10-year period. 

Mr. Witzertrs. I have in this statement the increase in the net worth 
from 1943 to 1952. 

The CuarkMan. Do you interpret that to mean the same as expressed 
yesterday as assets / 

Mr. Wuerrs. I believe they at the time were talking about net 
worth, as of the time they were using assets. I am taking just the net 
worth, when we use these, in computing it on a perc entage basis, the 
amount of money we have made in a given period as profits. 

The Cuarrman. It may be that some members of the committee are 
very familiar with the difference between assets and net worth. I must 
confess that I am not an accountant, or not accountant enough to draw 
the line of distinction. 

Mr. Witterrs. Well, I do not pose as an accountant, Mr. Chair- 
man. I think the usual custom is to relate your earnings to your net 
worth. 

With your permission, I would like to read these figures, and I will 
start with the year 1943. 

In 1943 Socony-Vacuum made a net profit of $35,900,000. That net 
profit was 4.7 percent on our net worth. 

I have got another sheet which shows the net worth, but I cannot 
find it; but I will. 

Our net worth at that time, in 1943, was $765,500,000. 

In 1944 the profit of Socony-Vacuum was $62,400,000. 

The net worth of the company at the end of that year was $798,600,- 
000, and we made as a profit that year 7.8 percent. 

In 1945 Socony-Vacuum’s profit was $42,300,000. 

The net worth of the company at that time had risen to $830,900,000, 
and we earned on our investment 5.1 percent. 

In 1946 Socony-Vacuum’s net profit was $58,300,000. 

Our net worth at the end of that year had risen to $866,100,000. 

And we earned as a percentage on investment in that year 6.7 percent. 

In 1947 our net profit amounted to $97,700,000. Our net worth 
had increased to $925,800,000, and in that year we earned as a per- 
centage on that net worth 10.6 percent. 

In 1948 Socony-Vacuum’s net profit was $132,800,000. By that 
time, at the end of that year, our net worth had increased to "$1,015 
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million, and in that year we earned as a percentage on our investment 
13.1 percent. 

In 1949 we earned $98,300,000, and at the end of that year our net 
worth had risen to $1,101,700,000, and we earned as a percentage on 
our investment in that year 8.9 percent. 

In 1950, Socony-Vacuum’s net profit was $128,200,000, and our net 
worth had risen at the end of that year to $1,180, 100 000, and we earned 
as a percentage on our investment during that year 10.9 percent. 

In 1951, we earned $161,600,000, and at the end of 1951 our net 
worth had risen to $1,286,700,000, and we earned a percentage on that 
net worth, during that year, of 12.6 percent. 

In 1952, we earned $171,100,000. Our net worth had at the end of 
that year risen to $1,452,100,000, and we earned as a percentage on 
that investment 11.8 percent. 

We do not think that the earnings expressed as a percentage on 
our investment are high, nor do the stockholders of our company, 
with whom we have just met, in the last part of April. 

The Cuamman. I am sorry to ask you to repeat, but my attention 
was taken up during the time you first commenced to give your figures. 
What was the first year you gave 

Mr. Witerts. 1943, sir. 

The Cuatrrman. What was your net worth? 

Mr. Witerts. Our net worth in 1943 was $763,500,000. 

The Cuarrman. And what was it in 1952? 

Mr. Wuterrs. In 1952? 

The Cuairrman. Yes. 

Mr. Witerts. In 1952 it was $1,452,100,000. 

The Cuatrrman. How much increase is that, on a percentage basis? 
You are getting into pretty big figures for a Congressman. 

Mr. Wuiuerrs. I have not figured it out, but a little less than 100 
percent. 

The Cuarrman. Now, what did this correspondent, who sent that 
telegram, have in mind, what comments do you feel it may require to 
explain? He says that in 1939 Socony-Vacuum granted a 37.7-percent 
gross profit to retailers and that the percent of profit decreased con- 
sistently to 18 percent in 1948. Now, with the latest fuel-oil increase, 
the profit is 2114 percent. What is your relationship of that? 

Mr. Youncer. Mr. Chairman, may I interject just one question to 
find out whether the figures he used included their foreign operations. 

Mr. Witerts. These figures that I have footed are Western Hemi- 
sphere figures. 

Mr. Youncer. And do not include your foreign operations? 

Mr. Witerts. Well, when you say “foreign operations,” I think 
we must say, I am not talking about those companies in Europe that 
are set up separately. These are our Western Hemisphere companies 
and they do include Socony- Vacuum Venezuela and our operations in 
Colombia. 

Mr. Youneer. If you included all foreign companies, would your 
figure be materially different? 

“Mr. Wixerts. I am corrected in that statement. I am corrected. 
They do include the investment in foreign companies. 

Mr. Younger. Do include? 

Mr. Wuerts. I would like to change the record to that extent. 

Mr. Youncer. I just wanted to get that for the record. 
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The Cuairman. Do you have in mind the question I asked? If not, 
Mr. Reporter, will you repeat it ¢ 

Mr. Wiuuzerrs. If I recall the question correctly, you asked me to 
comment, I believe, on margins granted by us in terms of percentages, 
and I do not know that I can, because when you go back to 1939 I do 
not remember conditions at that time, and I am not even sure we gave 
anybody a margin. 

Ve sell our goods at a price. We sell toa jobber at a price. That 
jobber marks up his goods and sells it at another price. His margin 
is something that he creates. We only sell at the wholesale price and 
we just do not know exactly the price at which he sells, his price. 
So, I do not think I can comment on the giving of margins on the part 
of my company. 

The CHatrMan. So you do not know whether that statement that 
he has made in the telegram is correct or not, that in 1939 Socony- 
Vacuum gave 37.7 percent gross profit to dealers and that the per- 
centage of profit consistently declined to 18 percent in 1948 and now 
related to fuel oils, they have increased the profit to 2114 percent. 

Mr. Wuuerrs. I cannot. As I have explained to you, Mr. Chair- 
man, a margin is the difference between a buying price and a selling 
price. Wesell ata price toa jobber. He in turn sells at a tank-wagon 
price or some other price to his customers. The difference between 
the price we sell him at and the price he sells his goods at becomes 
his margin; but we only have truly within our knowledge the price 
at which we sell to the jobber. 

It could be that at some time the prices at which we sold to the 
jobbers were such that when he sold the goods in his market he had 
a 39-percent difference or he had a 22-percent, or an 18; but I cannot 
testify to it. I know the basis on which we sell our goods and I do 
not know the basis, entirely, upon which the jobber prices his goods. 

Mr. Harris. Mr. Chairman. 

The Cuatrman. Mr. Harris. 

Mr. Harris. Mr. Willetts, does your company have nothing what- 
soever to do with the jobber’s price ? 

Mr. Witterrs. When you say the jobber’s price, Mr. Harris, you 
mean the price at which he sells these goods? 

Mr. Harris. Yes. I mean, do you have affiliates with your company 
who are jobbers ? 

Mr. Witerts. No; we have one company in which we have a finan- 
cial interest in the center of Pennsylvania that I suppose would act 
about as a jobber, or does. 

Mr. Harris. Does your company have retail stations? 

Mr. Wituerrs. Yes; we have a very limited number. I would say 
right at the end of 1952 that it would be not more than 60 and I think 
it is nearer to 50. As TI indicated in my statement here, we keep those 
statements for experimental purposes; for the purpose of developing 
techniques of selling; for the purpose of studying the type of equip- 
ment which we think best suited to the needs of service-station 
operators. So, we keep them for that purpose and you will find 
attached to most of them, you will find a room or two rooms that are 
used for classrooms, and we bring in our own salesmen; we bring in 
the dealers; we bring in the dealers’ helpers; the jobbers and the 
jobbers’ helpers, and we use most of those stations to teach them 
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something, if we can, or have them teach us something, which they 
can quite often, about the doing of retail business. 

Mr. Harris. As a general policy you have no jobber operations or 
retail operations. 

Mr. Witerrs. That is a true statement. 

Mr. Harris. Consequently your company does not in any way con- 
trol or have anything to do with the establishing of jobbers’ prices. 

Mr. Wutervs. That is correct. 

Mr. Harris. Or retail prices. 

Mr. Wuterts. That is correct. 

Mr. Bennerr. Mr. Chairman. 

The Cuarrman. Mr. Bennett. 

Mr. Bennett. As a practical matter, Mr. Willetts, does not the oil 
company have control of the prices that are charged at the retail level 
for gasoline? 

Mr. Wuuerrs. No, sir, Mr. Bennett. As a practical matter they 
do not. 

Mr. Bennett. Well, suppose that the gas station owner is selling 
gasoline at 25 cents a dln retail; selling your gasoline, and sup- 
pose further that he is making a 2-cents-per-gallon profit on that. 

Now, you raise the price to him half a cent, or let us say a cent, to 
make it simpler. 

Do you mean to say that raise in price by you has nothing to do 
with the price that he must charge to the consumer ? 

Mr. Witerrs. I mean to say, Mr. Bennett, that—let us take your 
example—he is selling gasoline for 25 cents. He is making a 2-cent 
margin. That would indicate that we are selling it to him at 23 cents. 
I do not know of many of those cases, to be perfectly frank with you. 
But let’s take that example. We raise the price to 24 cents. That 
means that our selling price,.on the basis of your example, would 
be up a cent, or would be 24 cents. 

Now, he can decide to sell that gasoline at 25 cents if he wants to; 
he can decide to sell it at 30 cents, if he wants to; he can decide to 
sell it at 10 cents if he wants to, or if he has got a mother-in-law that 
he likes very well, he can give it to her. 

Mr. Bennett. Certainly; I realize that; but I am sure you also 
realize that unless there is something wrong with a man’s head he 
would not stay in business very long if he is—that is, taking into ac- 
count that he is an employer of labor also—he would not stay in 
business very long if he did not raise the price, his price, by the same 
margin that you raise your price. Is that not true? 

Mr. Witerrs. Or he may raise it more; but it is his action, not 
ours. 

And, if I were in business, as a dealer, and I had an increased price 
to me on gasoline, I would think in terms of recovering it in my 
selling price; but the point that I am trying to make is that the de- 
cision is his. 

Mr. Bennetr. Do you claim that you have no control over it and 
the price that you are charging in no manner whatsoever controls the 
price at the retail level ? 

Mr. Wit.errs. We do not control the price at the retail level ex- 
cept at the 50 or 60 service stations I testified to that we operate on a 
direct basis, and we establish the retail price at those 50 or 60 sta- 
tions. That is the only thing I am talking about. 
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Mr. Bennett. Technically you are right. Technically you do not 
fix the price. He is free to charge what he pleases, but under a prac- 
tical situation if a man is selling gasoline for 25 cents a gallon and he 
is buying it from you at 23 cents a gallon, and you raise the price 
5 cents a gallon, that raises his cost of gasoline to 28 cents per gallon. 

Now, do you maintain that as to that man, that you have no control 
over what he must sell that gasoline for, if he is to stay in business 
under those circumstances ? 

Mr. Witterrs. We maintain no control over the price at which he 
shall sell that gasoline. He has bought it from us and he puts his own 
pricetag on it and sells it. 

Mr. Bennerr. You do not care if he sells it at 20 cents a gallon and 
goes out of business in about 3 months? 

Mr. Wuerrs. I do not think that my remarks should be inter- 
preted that way. I have testified here that we do business, practi- 
cally all of our business, through independent businessmen, ‘jobbers, 
and men who operate service stations, and we have a keen interest in 
those men staying in business. It would be against our own very best 
interests to do things to them that would put them out of business. 

Mr. Bennett. Let me ask you this question. When you raise the 
price, let us say, 5 cents a gallon, the retail station has got to raise the 
price or go out of business, has he not? 

Mr. Witerrs. I would think that that dealer, doing business as a 
good businessman, if we raised the price 5 cents—and I do not like 
the 5-cent price—if we raised the price 5 cents, I believe, Mr. Bennett, 
that he would raise the price. 

Mr. Bennett. Or he would go out of business? 

Mr. Wuerts. I think he would. 

Mr. Bennett. All right. And it is to your interest to keep him in 
business, because if he is not in business, you could not sell gasoline. 

Mr. Writers. That is correct ; we do not 

Mr. Bennett. So, if due to the force of circumstances you raise the 
price to the retailer, he must necessarily pass it on, if he is to stay in 
business ? 

Mr. Wuiuerts. I think he would pass it on if he wanted to stay in 
business. 
we build storage tanks, and soon. Eventually increased costs have got 
to go into price. 

Mr. Bennett. Let me quote from your statement. You say when 
you raised the price of gasoline in March 1953 nobody else raised 
theirs. 

Mr. Wuuerts. In February? 

Mr. Bennerr. Well, your statement says March. Your statement 
says: 

Mr. Bennett. Consequently to that effect, you do affect the price, 
whether it is by direct dictation to the retail gasoline dealer, or 
whether it is by the force of circumstances. What you charge the 
retail dealer has an effect on the price that he must charge, at least, 
to stay in business. 

Mr. Wiuerrs. No; I do not quite agree with that statement at all. 
On that basis, the price at which we sell, or what we charge, is con- 
trolled by the price of steel out of which we make boats; out of which 


We were compelled to return to our original prices on March 5, 1953. 
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Mr. Witerrs. We dropped our prices back on March 5; yes, sir. 

Mr. Bennerr. Now, you raised the price in February and you 
lowered it again in March. 

Now, on page 6 of your statement it reads: 

We did not feel that we could, as a matter of good business, continue to keep 
them in a position where they were at a competitive disadvantage with the 
dealers— 
that is your dealers— 
in a position where they were at a competitive disadvantage with the dealers 
of suppliers who did not increase their prices. 

Mr. Witierrs. Yes, sir. 

Mr. Bennerr. Now, what do you mean by that statement, if you do 
not mean that the price, your price increase was not immediately re- 
flected in price increases by your own dealers ? 

Mr. Wittervs. I will go back to my statement, Mr. Bennett. 

Mr. Bennerr. Let us stick to that statement. 

Mr. Witterrs. That is what I am going to do. 

Mr. Bennett. This is in your statement. 

Mr. Witterrs. We said in this statement—and I have put it in the 
record—that after our price increase in February was not met by 
competition, we rescinded it on March 5, and the reason we rescinded 
it was we did not want to put our dealers and our jobbers in a competi- 
tive situation of that kind. 

Mr. Bennert. Certainly. 

Mr. Wuterrs. By holding our prices up. So we dropped them. 

Mr. Bennerr. The reason they were put in a disadvantageous posi- 
tion competitively is, because of the result of your increase to them, 
they were compelled to increase the prices at the retail level. Is that 
not a fact? 

Mr. Wiixerrs. I do not accept it as a fact, Mr. Bennett. I do not 
like to argue about it, but you use the word “compelled,” to which J 
object. I do not think they were compelled. I think as good busi- 
nessmen they would do it. 

Mr. Bennerr. Certainly. 

Mr. Wuerts. But as a practical matter— 

Mr. Bennett. That is what I have been talking about, as a practical 
matter, when you increase your price the fellow down below is bound 
to increase his price. 

Mr. Witerts. I think if the competitive situation is such that he 
can increase his price, he normally would do so. In fact, we have 
found, in an examination of the retail market, that on this increase 
in price that we initiated in February, about which we are talking, 
that many dealers increased their prices more than the amount we 
had raised the price to the dealer, and I have just been on a trip 
through New England and talked with a couple of dealers while 
there, and those dealers told me not only had they raised their prices 
but when we reduced our prices they had not reduced theirs. I do 
not say that is incorrect, because I think dealers have had increases 
in costs, their costs of doing business, other than the cost of the 
gasoline. 

Mr. Bennett. What you have been trying to say is that you just 
raise the price of gasoline and then Jet nature take its course, and 
therefore you do not have any control over it, or have any voice, or 
any effect upon it? 
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Mr. Wixterrs, What I am saying is that we do not have control 
over those prices, Mr. Bennett, and that is true. 

Mr. Bennett. Now, as a gasoline-station owner, I think that you 
will agree with this: When you do increase the price to him he ‘has 
1 of 2 alternatives. He can either absorb that increase on his 
own, pay for it himself, in other words, or he can pass it on by in- 
creasing the retail price, and he has no other alternative, has he? 

Mr. Witerrs. Well, my answer to that is that as a good business- 
man I believe he would increase his price by at least the amount that 
we had increased our price to him. 

Mr. Bennerr. I have just one other question, and this relates to 
the question of profits. According to your financial statement from 
1950 to 1953, the earnings per share to your stockholders increased 
substantially ; is that true ? 

Mr. Wutzerts. I didn’t get that, Mr. Bennett. 

Mr. Bennerr. Earnings per share of your firm, according to your 
statement. It was $4.03 per share in 1950 and it is $5.08 in 1951 and 
$5.27 per share in 1952 

Mr. Witterts. If that is what the statement says, I believe that is 
what I would say. I haven’t the statement right in front of me. 

Mr. Bennerr. There was no price increase in your products from 
1950 until June of 1953; is that true? 

Mr. Witterts. Until February, and then June; yes. That is since 
July of 1950; that is correct. 

Mr. Bennett. So that in spite of the fact that you did not increase 
prices, and in spite of the fact that other people in the industry claim 
that costs of production and refining increased substantially over this 
3-year period, you show a substantial increase in earnings per share 
over that period. 

Mr. Wizerrs. That is correct. 

Mr. Bennett. That means that you were able to absorb, or able 
to get along with no price increase; that you were able to absorb 
increased costs of production and refining, and at the same time in- 
crease your profits per share over that 3-year period ¢ 

Mr. Wuterts. That only means one thing. I have testified here 
to the fact that the net worth of my company has been going up sub- 
stantially year after year because of the amount of money we are 
putting into this business. It means that during these years between 
1950 and the current time, 1953, we did absorb some increase in ex- 
pense. I think we should keep in mind that during those years the 
amount of business being done, the consumption h: ad increased, but 
cur earnings per unit were decreasing. 

Mr. Bennett. Your earnings per share increased ? 

Mr. Wrtterts. I am talking about the earnings per unit of sale. 
I think we should also keep in mind that the earnings expressed as 
a percentage on the net worth of our business were rel: atively low. In 
fact, I would like to just quote a few figures if you will permit me. 

As I have testified, in 1952, we made as a percentage on our business, 
11.8 percent. All manufacturing made 12.3 percent. Automobiles 
and trucks in 1952, according to the figures I have made a percentage 
on their investment, 181% percent, and chemical products made 13.7 
percent. Nonferrous metals made 11.5 percent, and tire and rubber 
products, 13.4 percent, I think. 
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Mr. Bennett. In all of those instances, the manufacturers of those 
products have increased their prices over the past 3 years; isn’t that 
right? 

Mr. Wutetts. I think most of them have, but I can’t testify. 

Mr. Bennerr. Most of them have incr eased, and increased sub- 
stantially, during that period. Yet the percentage margin of profit 
between those industries and your industry is very small, in view 
of the fact that you have had no price increase and have been com- 
pelled to absorb all of these extra costs. 

Mr. Wuterts. Well, the difference between 11.8 percent on Socony- 
Vacuum, and 18.4 on autos and trucks isn’t very small, and if you 
expressed it in our net worth our earnings would change perceptively. 

I would like to point out one more thing, that these earnings are 
really not true earnings. In other words, duri ing the period of time we 
are talking about, we have had considerable inflation in this country. 
We should, even if we had done nothing, earn more money because 
the dollars are worth less. We found that during this period, and 
even during last year, when our earnings had gone up to $171 mil- 
lion, that we were running out of money, cash I am talking about. 

The earnings are overstated, they are book earnings. We are earn- 
ing money now during an integrated period on much of the invest- 
ment that we made years ago. 

Just take a truck. We are allowed to depreciate a truck and for 
the purpose of this example let us say that the truck is worth on 
our books—we paid for it at that time—$5,000. Now, we have had the 
truck for a great many years, but we have worn it out, and we have 
charged off our expense a sum total of depreciation over the years 
equiv valent only to the $5,000; but now we have to replace it and we 
buy it for $10,000. We have only set aside enough money to pay for 
a $5,000 truck, but we can’t buy one. So they have got to dig into 
earnings to put up the extra $5,000 to get the truck back that we defi- 
nitely need to do our business. 

Now, you can cite a great many other cases in our business where 
that has happened. The earnings of people, expressed in terms of 
1940 dollars, are up. In fact, I ‘don’t know of anything that hasn’t 
gone up some, and some things more than others, in this relatively 
long period of time. 

Mr. Bennerr. The surprising thing to me and I think it must be to 
a lot of people is how your industry, , standing by itself, standing all 
alone, of a ll of the big industries of this country, can absorb up to 50 
percent in increased costs over this last 5-year period, and not increase 
your own costs at all, but increase your profits each year. 

Now, to an average person who does not know the intricacies of the 
oil business, there is only one thing that is perfectly clear, and that is 
that there must be a substantial cushion that you people are operating 
under that other industries do not have. Otherwise, you could not 
absorb these tremendous cost increases without increasing the price 
of your product and still come out with a bigger profit. 

Mr. Witterts. Now, I have made no statement in this period of 
years, Mr. Bennett, about an increase of 50 percent. That is not my 
statement. You recognize that. 

Mr. Bennett. That is a statement that has been made. 

Mr. Witetts. I still go back to one thing. With :1! of these earn- 
ings, when we came to the end of last year, and in fact during the 
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middle of the year, it was becoming apparent to us in our company that 
we were running low on that vital thing we need to carry on our busi- 
ness—cash. We decided to try to figure out what we should do about 
it. We could do one of several things. 

We could go and sell bonds or we could sell more stock; we could 
borrow from some lending institution such as a bank or an insurance 
company, but after a great deal of study and consideration my com- 
pany decided that it would sell additional stock in an amount equal to 
10 percent of the stock then issued. 

After the sale of that stock was concluded, and what charges we 
had to pay, underwriting charges and all, were over, we had in the 
till of our company something over $95 million in cash. 

Now, we needed that cash because we have figured that during this 
year, according to our plans, according to the needs of the business, 
to get us ready for the future. We are going to spend this year, I 
think the record expenditures in the company’s history. The oil 
that we find today, and we hope we find some, we will probably sell 
in 1960 or thereafter. 

We are putting money into refining facilities, and we are improving 
our refining operations. We are not so much expanding our refinery 
operations as we are improving by adding the type of equipment that 
will give our refiners the ability to make improved types of products 
and particularly gasoline. 

As Mr. Petersen mentioned here yesterday, our General Petroleum 
Corp. is now about to start; the engineering work has all been com- 
pleted; the construction of a refinery in Ferndale, in the State of 
Washington, away up in the Northwest corner. We anticipate taking 
crude off the transmountain pipeline. Some of it will be Canadian 
crude, and we do that at this mine. We are on the ocean and we 
could take crude in from several places. These decisions you make 
as you go along. 

But we are spending our money not only to have enough product 
available for the consumer when he wants it and where he wants it, 
but of the kind he wants. We have got to plan well in advance to do 
that. These earnings are definitely inflated earnings that we are 
talking about. 

Mr. Bennett. That is all that I have. 

The Cuatrman. As I understand your statement, and as I know the 
facts to be, you had an increase earlier in the year from which you 
retreated in March of this year, and then on June 9 you had another 
increase. 

Mr. Wiu1erts. Yes, sir. 

The Cuarrman. What was the condition in June that would bring 
you to conclude that you could be successful with that increase when 
only a few months before you had been unsuccessful in an attempt to 
have an increase ? 

Mr. Wiuertts. I think, Mr. Chairman, that as indicated in our 
February move that did not hold, that our desire had not changed one 
iota to recoup for the company some of its increase in expense and cost 
of product. We hadn’t changed our thinking that one bit. 

The Carman. In other words, the same reasons that prompted 
you to indicate the necessity for an increase in the early part of this 
year were the same reasons that applied in June? 
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Mr. Wuuerrs. The same reasons plus one, and that plus one was 
that gasoline in the gulf had gone up an additional Grantor of a cent 
a gallon over what it was at the time that we initiated our increase in 
February. But the other conditions were the same. We didn’t know 
in June that the price would stick, but we hoped it would. It did. 

The CuarmMan. Just before the June 9 increase, had not your com- 
pany taken the position that the inventories were very high? 

Mr. Wuxerrs. Mr. Chairman, if they did, I have no knowledge of it. 

The CuarrMan. Well, I will read to you what your president, Mr. 
Jennings, president of your company, said before the House Ways 
and Means Committee, on May 13: 

The present problem is in many ways similar to, though on a much smaller 
scale than, in 1949 and 1950. It had been necessary at one point in 1949 to cut 
back domestic production as much as 1 million barrels a day in contrast with 
today’s cutback of 330,000 barrels. Then, as now, unduly high production, un- 
usually warm weather, and other domestic factors had led to the accumulation 
of relatively high inventories. 

The cutbacks reduced inventories to more normal levels. In my opinion, the 
same corrective factors are already at work today, only this time the adjustments 
should be easier to accomplish because the correction called for is considerably 
less. 

Assuming that inventories are at an economic level by autumn, it is expected 
that domestic crude-oil production by the fourth quarter of 1953, will reach the 
highest point ever. 

Now, Mr. Willetts, do you infer from that statement of Mr. Jen- 
nings on May 13, that inventories were rather high, and the work of 
corrective factors would be such that they might come down to an 


economic level by fall? 


Mr. Wuterts. I agree with Mr. Jennings’ statement. He used the 
term “relatively high,” — 


The Cuarrman. How could you explain the correction on June 9 
in the face of that statement ? 

Mr. Wizetts. Let me explain it this way, because these are the 
figures with which we worked at the time we made up our price 
increase. 

On June 9, or just shortly before, as I indicated, we did this figura- 
tion in May to get ourselves ready because we have a lot of work to 
do. We took a look at the stock situation in the east coast and the gulf 
coast areas. Now, those are the two areas which in our judgment 
affect the supply on the east coast, as we mentioned. Most of the 
material moves up by tanker into the northeast section. 

In using the quotations issued by the API on April 24, we found 
that on a similar day in 1952 there was gasoline stocked to the extent 
of 32,563 “oe barrels, and in the gulf coast area, 31,400,000 barrels, a 
total of 63 963,000 barrels. That is in 1952. 

In 1953, on that date, the east coast area showed stocks of 34,888,000 
barrels, and the gulf coast stocks were 28,579,000 barrels, or a total 
of 63,467,000 barrels. We also showed because we run in our economic 
section of our company, our economists, forecasts for us. They don’t 
just tell us what the stocks were for the previous year or this year, 
but they forecast for us what we term “economic” or desired stocks. 

On that day they indicated that as of June 30, they thought gaso- 
line stocks should be about 60,100,000 barrels. But keep in mind 
that in the gasoline business we build gasoline stock in the winter and 
reduce it in the summer through use. That indicated to us, with an 
increase in demand which I put in my written statement amounting 
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to some 4-plus percent in the area, that the supply-and-demand situa- 
tion was such that we thought it appropriate to try and recover some 
of the increase in costs that had occurred to us since the last price in- 
crease in July of 1950. Therefore, we made that move. 

The Cuamman, Did you increase the gasoline prices only because 
of a feeling that a demand for gasoline was up ae would sustain the 
increase 

Mr. Wituerrs. No; increased our prices, Mr. Chairman, be- 
cause we had incurred increases in expenses and we thought that 
normal businessmen, having incurred those expenses, could and 
should increase prices under the conditions I have mentioned. 

The CuarrmMan. Well, you did not have in mind, then, what your 
president said about corrective factors that would bring down the in- 
ventories by the fall, and that that would have a tendency to keep up 
your price? 

Mr. WiteTrs. No; I would not say that we took that into con- 
sideration. 

The Cuamman. You say you did not take that into consideration ? 

Mr. Witterts. I wouldn’t say we took that specifically into con- 
sideration. I would like to point out that Mr. Jennings’ statement 
is talking about the total of the United States. I am talking about 
the east coast of the United States, the northeast coast; New York and 
New England. 

The Cuarmman. Well, that may or may not make a difference. I 
do not know. The fact is that he was speaking in terms that I think 
could be readily understood, and I do not think that they necessarily 
are to be confined or expanded in the way that you have just indicated. 
He was speaking of general conditions, that is true, and now I am 
asking you whether if your president had those views in his mind 
on May 13, you have them in your mind on June 9 when the price was 
increased ? 

Mr. Witerrs. I am saying, Mr. Chairman, that on June 9, or 
shortly before that, when we figured out the increase in price in the 
northeast section, that we took in the supply, the demand, and the 
supply-and-demand situation, and we thought it was such that we 
could recover our costs. 

Mr. Jennings is pointing out that stocks, total stocks of all prod- 
ucts, in the United States, are relatively high, and it would appear 
that they are a little bit high, but not much. That is in the total 
United States. We didn’t think that the stocks in terms of the east 
coast area were awfully high; we thought they were fairly well in 
balance. We are talking about gasoline now. 

The CHARMAN. So as to your price increase on June 9 you would 
have us believe that you did not take into consideration the situation 
that had been outlined by the president of your company on May 13 
when he testified before the Ways and Means Committee? 

Mr. Wuerts. No; I think we did take in the general thinking of our 
president as he testified before the Ways and Means Committee, but I 
am trying to point out, sir, that we had to take apart the total figure 
to get to that portion that applies to the Northeast section where we 
had increased our prices. Those are the figures. 

The Cuarrman. If the conditions, such as your president. spoke of 
in May of 1953, are a true description of the conditions that existed, 
would you not be justified in feeling that the gasoline increase that 
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you made on June 9 would be more likely to stick than it had earlier 
in the year? 

Mr. Writerts. I don’t remember the total stock situation in the 
United States earlier in the year, but I would say that the stock situa- 
tion, as far as that which affected the Northeast section, was a little 
bit better. We were coming into the period of demand and there was 
likelihood that it would stick. 

Mr. Hesevron. You continually refer to the Northeast. Did the 
company increase gasoline prices anywhere else in the United States? 

Mr. Wu.erts. Yes; we have increased prices since in a goodly por- 
tion of the United States; after the crude rise they had been increased, 
as Mr. Peterson testified about his company. We had some increases 
the same as his company did on the west coast and not the same prices 
necessarily; but around that time we had increased our prices in the 
Western States and the west coast of California, Washington, Oregon, 
and so on. 

Mr. Heseiton. As to the other increases, after the crude price in- 
crease, did you increase in other areas to the same degree you did in 
the Northeast? 

Mr. Witterrs. After the crude price increase, you mean ¢ 

Mr. Heseuron. Yes. 

Mr. Witerts. In other areas we did; yes. We increased eight- 
tenths, six-tenths, and 15 cents a barrel on residual oils. 

Mr. Rogers. Mr. Willetts, I wonder if you took into consideration 
the interest of the stockholders when you increased the gasoline prices ¢ 

Mr. Witerts. Yes, we did. 

Mr. Rogers. How many stockholders do you have in the company? 

Mr. Wuterrs. About 175,000; that is an approximate figure, but I 
think it is about correct. 

Mr. Rogers. What percentage of dividends do you pay those stock- 
holders ? 

Mr. Wittetts. Well, we have been paying in the last couple of years, 
$2 a share, and we earned a little over $5 in 1953, and we paid out $2 
a share and the balance of it was retained and reinvested in our business. 

Mr. Roeers. I have just one other question, Mr. Chairman. 

Now, have you found out or have you come to the conclusion that the 
increase in the price of gasoline has affected the volume of sales 
your company makes ? 

Mr. Wiuterrs. Well, I can’t testify to that because we only made 
these price increases in June on the 10th and 25th, and I have seen 
no sales sheets since. 

Mr. Rogers. You have no statistics on that? 

Mr. Wiuterts. I haven’t right at the minute because we will soon 
have June sales ready, but I hadn’t seen it at the time I left for 
Washington. 

Mr. Rogers. Thank you, Mr. Chairman. 

The Cuatrman. Your pilot plants have not reported yet; is that 
right ? 

Mr. Witerts. Well, we accumulate these figures and it is quite a 
chore, Mr. Chairman. We will have the reports, I presume, about the 
time I get back. 

The Cuarrman. Are they not able to advise you within a month? 

Mr. Wuterrs. The month has just closed. ‘The month of June that 
we are talking about has just closed. 
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The Cmairman. We are in July now. 

Mr. Wiuterrs. We have had a Fourth of July, and we gave last 
Friday off to our employees and so they didn’t work. 

The Cuairman. You would have some indication long before this, 
it seems to me, whether it was normal figures or otherwise, as to what 
effect it was having, and I just cannot conceive of a corporation of 
your size and intensity that would not know short of this from its 
pilot plants as you have described, what was happening as a result of 
the price. 

Mr. Wiuxerrs. Well, Mr. Chairman, we generally get our sales fig- 
ures for the prev ious month about the 7th of the next month. 

The CHarrmMan. I see. 

Mr. Wittetts. We do have in the eastern area an indication in the 
middle of the month how sales are going. 

The Cuarrman. I thought maybe there might be something like 
that. 

Mr. Witerrs. But it wouldn’t be a total month. 

The Cuarrman. What is that? 

Mr. Wiuerrs. That wasn’t a total month, and the first price in- 
crease had just taken effect. 

The Cruarrman. Now, did your company subsequently follow the 
Jersey Standard’s lead after ‘the crude price increase and raise the 
price not only of gasoline, but of heating-oil products as well? 

Mr. Wiutterrs. My company, as I mentioned in our statement, Mr. 
Chairman, after studying the situation, did advance the price of gas- 
oline along the eastern seaboard, eight-tenths of a cent a gallon and 
we increased the price of kerosene and hes ating oil six-tenths of a cent 
a gallon and we advanced the price of residual type oils, 15 cents per 
42-callon barrel. 

The Cuarrman. Why do you do it after rather than before Stand- 
ard of New Jersey ? 

Mr. Wituerrs. Why did we do it after ? 

The CHarrman, Yes. 

Mr. Witerrs. I mentioned in my statement the process that we 
followed in determining what we should do. 

The Cuarrman. If the reasons that you have given led you to make 
the increase what they are, they applied just as well, I would assume, 
before Standard made its increase, as well as after. 

Now, then, what occasioned you to do it afterward rather than be- 
fore? You had the same reasons to do it. 

Mr. Wiuterts. As I mentioned, Mr. Chairman, the base of our price 
structure in the eastern section is what happens to the price, and that 
price is reflected by the local refiners in the gulf. We were waiting to 
see what prices they were going to reflect for the various products as 
a result of the crude increase. After we had waited a time and could 
ascertain what we thought the increase in finished product prices at 
the gulf, the quotations, were, we then reflected them in our selling 
prices along the eastern seaboard. 

Now, I want to point out that we, as a company, are buyers of crude 
on balance. We buy 47 percent of our crude. That is in our statement. 
We buy 17 percent of our finished products. The prices of the crude 
had gone up, that that we buy and the price of products had gone 
up and in fact we have one contract to purchase from an independent 
gulf refiner distillate heating oils we move into the Northeast section. 
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That contract in terms of amount is equal to approximately 10 percent 
of the total sales of distillate fuel oil we make along the eastern sea- 
board in a year. 

Under that contract our price increased. The price to us from that 
independent refiner increased one-eighth of a cent a gallon or for each 
5-cent increase in the crude-oil price. So we, today, are paying for 
that distillate fuel oil that we are putting in storage and for use next 
year, five-eighths of a cent a gallon more than we paid for it prior to 
the time that the crude increase became effective. 

The Cuarrman. Then, you did not do it in any sense because the 
Standard of New Jersey did it. How soon after they did it, did you 
do it? 

Mr. Wiuerrts. I don’t remember the exact dates that the Standard 
Oil Co. of New Jersey did it, but I would say it was somewhere in the 
vicinity of 6 or 7 days. 

The Cuatrman. In other words, making a total increase of your 
company—two increases you had, did you not 

Mr. Wuerrs. We increased gasoline about five-tenths, and eight- 
tenths, and we increased distillates just six-tenths, and we increased 
kerosene just six-tenths, and we increased residuals 15 cents a barrel. 
For those residual oils, we sell in the guif at a quarter over, we only 
went up 15 points in the eastern seaboard. 

The Cratrman. In view of the fact that your company followed 
suit, we will say, of the Standard in increasing its price, that causes 
me to ask again, as I have asked of others, how do you account 
for the fact that so frequently when one company raises its price, 
the others follow ? 

Now, forget for the moment your experience in the spring, that was 
an unusual | experience where you were not followed. 

Mr. Wuterrs. We have had that happen to us before. 

The Cuatrman. Have you? 

Mr. Wuerts. Yes, sir. 

The Cyatrman. Well, I guess it illustrates that hope springs 
eternal and that is probably ‘the reason that you increased it again 
in June. 

What we want to find out, and I am very sincere in this: I have 
inquired so many times and have not been satisfied, that I suppose I 
should be discouraged, but I am not—I am going to continue to ask. 
How does it happen that so frequently when one company raises its 
prices to the consumer that others who are doing business in the same 
area make a similar increase ? 

Mr. Wuterts. Well, I believe I can explain it, sir. 

The Cuatrman. Well, I hope so. 

Mr. Witterrs. At least I can explain it, and I hope I can make it 
clear for you. 

We are talking about increases right now going up, but they also 
go down, too. 

The Cuatrman. When they go down it is only for a day or two 
and there is a price war, but I am 

Mr. Wuterrs. I wish that that were true. 

The CHatrMan. From my experience in my locality in the State 
of New Jersey, I am basing my questions entirely upon personal ex- 
perience which I think includes the experience of the others as well. 

Mr. Wuzexrrs. Well, to begin with, the first company in an area and 
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generally it is the largest seller of product in the area, as we know, 
on a price increase assumes a great deal of risk. We found that out 
in February. On the other hand 

The Cuairrman. Of course, nothing ventured, nothing gained, you 
know. 

Mr. Witrerrs. I think that that is true, sin 

On the other hand, the biggest marketer generally has the most to 

gain if his price increase stic ‘ks, or he has the most to lose if it does 
not. So, generally, in the section in which we are the largest mark- 
eter, we think, and on some products, whether we like it or not if 
we want more money for our goods and we are justified in having more 
money, we probably are the ones that would initiate it. We have 
got more to gain and more to lose if we do not. 

So we initiated it in this instance that I have mentioned on June 
10, and while I don’t know just why every other company does, I 
believe, or I assume, that they are affected by the same economic 
factors as we are, and that they have the same impelling and com- 
pelling reasons to do that or something similar, and therefore they 
do likewise. If they don’t feel that they have those same compelling 
or impelling factors, then they do what they did in February, and 
they do not move. 

Now, in going down, in decreasing prices, we are in somewhat the 
same situation but in another trend. We find as we go around the 
country or around the marketing territory that people are quoting 
this price or that price to our customers that are less than the prices 
at which we are selling them, and if we want to retain our business 
we find that generally we have to meet the price. And generally we 
do. 

The Cuarman. That means that you have to meet it by increasing 
it? 

Mr. Witerts. By decreasing it; I am talking about when prices 
are decreasing. 

The Cuatrman. T am still interested to know what your answer is 
as to how does it happen, assuming as you have said that you think 
they must have the same reasons; how does it happen that when one 
company increases, the others usually follow suit? 

I gave the illustration yesterday and I do not know whether you 
were present or not, but I have given it on so many occasions that it 
would seem to me that it would be assumed by a witness as soon as I 
asked the question, at our traffic circles. 

Mr. Wuetts. I will try to answer that, and I remember what you 
said. 

The Cratrman. Now, follow that right around that circle, and tell 
me why that happens and sometime within 6 minutes, and certainly 
before the day is out. 

Mr. Witerrs. Well, I would like to say in respect to that, you are 
talking about similarity of prices at the retail level. As I have said 
here the dealer establishes his own price and let us take your traffic 
circle; maybe there are 4 or 5 or 6 stations on the traffic circle. 

The Crarrman. Before you get too far along with that, when you 
say the dealer fixed his own price, do you think that is always ‘the 
case ? 

Mr. Witetts. Yes, I do, sir. 
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The Cuammay., Is it the case of where the stations are owned and 
controlled by the supplying company ¢ 

Mr. Witerrs. When you say owned and controlled, I would 
assume—— 

The Cuarrman. They have a way of leasing it. 

Mr. Wuerrs. I am assuming that that is a station we lease; yes, 
ir, he fixes his own price. 

The CHarrMan. Is that so? 

Mr. Wiuterts. Yes, sir. 

The Carman. That certainly is news to me, and I thought they 
maybe had some suggestions as to what the price should be; I did 
not know that they had that freedom of action that you indicate. 

Mr. Heseiron. Do you mean to say that the dealers in the country 
fix their own prices and come up all over a certain section to a tenth 
of a cent simultaneously, all of a sudden one morning? 

Mr. Wiierrs. I think the dealer fixed his own prices. 

Mr. Hesertron. Well, you said that, and I wonder if you mean to 
say to the members of this committee and want us to believe—how 
many dealers do you have? 

Mr. Wutetts. 35,000 in the total United States. 

Mr. Heserron. Is it your experience that they simultaneously go 
to a tenth of a cent increase at a given moment? Suddenly, they are 
inspired by all of these economic factors, and they all come to that 
conclusion, and do not deviate by a tenth of a cent. You want us to 
believe that ? 

Mr. Wuerrts. I am going to try to explain that deviation by a 
tenth of a cent that you mentioned, Mr. Heselton. 

I believe that when a dealer’s price is increased, the tank wagon 
price to him—and that is the way they are generally sold—we gen- 
er ally increase it the same. So he undoubtedly would move to recover 
his increase in costs fairly rapidly in a given area. 

Mr. Heseiton. They all do it at the same time? 

Mr. Witerts. I don’t know that they all do it at the same time, 
but in a relatively short period of time I think that that is correct. 

Mr. Hesevron. I can assure you that what the chairman said is true 
in his area is true in my area. 

The Cuatrman. What surprises me, Mr. Heselton, is that men who 
have gotten to the point of representing large companies in important 
positions do not know the facts of life to the extent that we do who 
buy the gasoline. 

Mr. Witxerts. Well, may I not comment on that? 

The Cuarrman. I would like to have you comment. It would seem 
as if you live in an ivory tower, and you do not know what goes on 
around the traffic circles like we do who buy the gasoline. 

Mr. Wrixerrs. I assure you, Mr. Chairman, that that isn’t the case. 
We don’t live in an ivory tower, we work just the same as you gentle- 
men do, and we work hard at this business. We don’t live in an ivory 
tower. 

The CHatrman. I was just commenting on things that we hear 
about. 

Mr. Wuterts. I haven’t had a chance to answer the question you 
raised, and I would like to have the opportunity of seeing if I can 
answer it for you, sir. 
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I started out in prices at the retail level. I believe that in a given 
area that if there are a number of stations right in that area, and we 
will take the traflic circle and talk about it, that you mentioned, that 
if one man drops his price in that area, and decreases it, it isn’t going 
to be too long before the other dealers in that same area drop theirs. 
‘They were similar at the time they started and they will be similar 
when they stop, but that is a real sign of intense competition. 

The Cuarmman. I have heard that before. 

Mr. Wiuerrs. And I believe that the quickest way for any man to 
know this is to just get one of those stations on one of those circles, 
and see what happens. At the tank-wagon level, we have one tank- 
wagon price in a given area at which we sell all of our customers, and 
we try and keep that in a competitive position for the sake of our 
customers. 

Now, we know at times and we have got a lot of salesmen in the 
field; they are digging up this information and in fact dealers are 
quite vocal if they think we charge them more than somebody else, 
and certainly big consuming accounts to which we sell are very vocal, 
and they have purchasing agents whose job it is to find their speci- 
fication of material at the lowest price, and they will tell us very 
quickly if we are charging too much. Our jobbers will tell us very 
quickly if they think we are charging them too much. 

The tendency is then that prices do appear somewhat similar, but 
the fact of the matter is that they are not really similar. 

I would like to just give you some figures about similarity. On 
occasions my company, the ‘marketing department in which T am 
interested, makes examinations of prices in certain cities we want to 
know what is happening in. And we do this through our sales force. 
I have some figures somewhere here, if I can find it, that I would like 
to give to you. I don’t know what I did with them at the moment, 
but I have them here somewhere. 

Here is a survey we made in certain cities in the central and eastern 
part of the United States. They showed, of the dealers selling our 
brand in the city of Chicago, there were 27 different posted prices 
as of the date - made this a. In Detroit, there were 8; in 
Kansas City, 30; Milwaukee, 15: : St. Louis, 13; and in Albany, there 
were 12; iio 16; Hartford, 30: New York, 13; and Rochester, 26. 

The CuHarrMan. That is the all? of 35,000, is it ? 

Mr. Wuerrs. The 35,000 aren’t in these 10 places; I have used 
these as examples. 

The Crarrman. I understood vou to say you had 35,000 dealers 
and vou mentioned 13, 15, and 17, and IT wonder if that was the total 
out of 35.000 ¢ 

Mr. Wituerrs. No, these are the different prices, and not dealers. 
These are the different price postings in these cities. 

The Cuarrman. I understand that, but I assume they were different 
dealers that had different prices. 

Mr. Witterts. Yes. 

The Cuarrman. The city in which you referred to 13, they are deal- 
ers, are they not / 

Mr. Wuaerts. Yes, they are dealers, but what I am saying in the 
city of Chic ago——— , 

The Cramman. That did not seem to me a large number out of 
35,000. 

36179—54— 15 
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Mr. Wix.errs. But in the city of Chicago, the fact is that there were 
a lot of different prices for the same product in that area, on 1 day. 

The Cuarrman. Well, maybe I ain to buy my gas in New York, 
then, instead of in New Jersey. I can only tell you what happens 
around my vicinity, of Camden, and if you have any figures on that 
I would like you to give it. 

Mr. Wuerrs. I do not have specifically Camden. I wish that I 
did, Mr. Chairman; but may I just finish, Mr. Heselton ? 

Mr. Heseiron. What do you mean by product? Is it gasoline? 

Mr. Witterrs. Those are prices on gasoline at the retail level. I 
would also like to say this: That in the city of ‘New York you can 
find a lot of prices that are posted alike, but I am very certain that 
if you want to shop for gasoline in the city of New York, while the 
posting on the pump looks about the same level as some other pump, 
you can get a discount of a half a cent, or may a cent, or 2 cents, and 
they give discounts, and they not only give you discounts off the posted 
price, but they give you other inducements to buy from them, and they 
may give you a free grease job. In fact, I just read on Sunday in the 
Herald Tribune about a dealer in the Los Angeles area who, with the 
purchase of each 10 gallons of gasoline, would have your horoscope 
read. 

Now, I do not know what that is worth in terms of gasoline prices. 
But I am just trying to point out that these dealers do a great many 
things that tend to make it appear to me that similarity is less actual 
than it aganere 


Mr. Hare. When he reads your horoscope, does he tell you how 


much you are going to have to pay for gasoline? 


Mr. Wuuerts. I don’t know; I thought it was just an interesting 
comment, even it is was a little useless. 

The Cuarrman. If it happened, he would probably have to say 
it was the same price as at the next corner. 

Mr. Wuerts. I think if he said it quite accurately, he would say 
that the fine quality of gasoline he is buying today at this price is 
well worth it. 

The Cuarmman. That may be so. 

Now, last year in the spring, there was a general agitation that 
came to the attention of this committee in which the Petroleum Ad- 
ministration for Defense joined for an increase of, I think it was, a 
half a cent a gallon for heating oils in the east coast to cover the higher 
tanker rates. Now, later in the year, that increase of half a cent 
was granted by the Office of Price Stabilization. Have you at any 
time this spring, or this summer, reduced heating oil prices by this 
same one-half cent per gallon to reflect the lower tanker rates? 

Mr. Wuerrs. We have in effect, and have had since the end of 
April 

he CuarrmMan. Well, now, could you answer that “Yes” or “No”, 
whether you have increased it or have not increased it ? 

Mr. Wiuterts. We have in effect a decreased price for summer- 
time of half a cent a gallon right now. 

The Cuatrman. Based on lower tanker rates ? 

Mr. Wuterts. It is difficult to testify to that; it is a decrease in 
the price of half a cent a gallon. 

Mr. Hesevton. May I ask a question there? That is your discount 
for the purpose of inducing people to fill up storage? 








ee 





PETROLEUM STUDY 221 


Mr. Witerrs. Yes, sir. 

Mr. Hesevron. That is no reduction. That has been in effect a 
number of years. 

Mr. Witerrs. Well, I am not quite so sure, Mr. Heselton, that it 
has been in effect. It has been done in some years, and it was not 
done in others. 

The Cuarrman, I think that if I have not sent it up to my Camden 
office, I have the contract offered to me for my supply on that very 
line, the same as every summer. 

Mr. Wutetts. We have offered it to each of our customers. 

Mr. Hesetron. My point is that that is not an answer to your 


question. 

The Cuatrman, I do not think so, either, but, however, the witness 
is answering the questions to his satisfaction, if not to ours. 

(The following additional information was later submitted :) 


Chairman Wolverton stated that a one-half cent per gallon price increase for 
heating oils in the east-coast area granted by the Office of Price Stabilization 
last spring was intended to cover higher tanker rates. The witness was asked 
whether heating-oil prices had been reduced this summer to reflect the lower 
tanker rates since prevailing. 

Mr. Willetts replied that we currently had in effect a one-half cent a gallon 
discount for the purpose of inducing people to fill up storage during the summer 
months. We do not have au established practice of granting summer discounts 
and, in fact, did not give such a discount in the summer of 1952. 

It should also be pointed out that the actual increase granted by the Office of 
Price Stabilization was 0.80 cent per gallon in consumer prices in the North 
Atlantic area. By specific provision, 0.15 cent per gallon of this increase was 
reserved for the jobbing and distributing function. The statement of consider- 
ations issued by the Office of Price Stabilization at that time (Federal Register, 
July 2, 1952, p. 5940) revealed that the increase was granted primarily in order 
to make adequate supplies of middle distillates available on the eastern sea- 
board. The problem, according to OPS, was complicated by many factors of 
product price on the eastern seaboard and on the gulf, competitive forces within 
the industry, fluctuating transportation costs, and even the vagaries of the 
weather. There was no indication in the statement of considerations as to how 
much of the remaining 0.65 cent per gallon price increase was granted because 
of fluctuating transportation costs. According to information considered by 
the OPS Petroleum Branch, however, 0.5 cent per gallon of the increase was 
warranted, because eastern seaboard prices were frozen on a price basis re- 
flecting a gulf-refinery price of 7.5 cents per gallon, whereas the lowest gulf 
quotation in the trade press was 8.0 cents per gallon. In addition, OPS recognized 
that additional costs had been incurred by reason of seasonal storage tankage; 
consequently, a very small amount, if any, of the increase could be definitely 
assigned to the factor of transportation costs. The total increase finally granted 
by OPS was, according to press reports, considerable lower than that recom- 
mended by the petroleum specialists in that agency who were studying the 
problem. 

The CuHatrman. Now, did your company follow the others in in- 
creasing the crude-oil fuel prices by 25 cents a barrel ? 

Mr. Wiuetts. Yes, sir. 

The Cuatrrman. How soon after the others? 

Mr. Witxetts. My recollection is that we increased the price of 
crude oil through our Magnolia Petroleum Co., the affiliate that has 
most of our production, on Wednesday afternoon, and as I recall it 
the price increase was made effective on Monday morning. 

The Cuarrman. Did you do so because you were losing crude-oil 
sources to your competitors ¢ 

Mr. Wiiterts. I think we had two reasons. We weren’t actually 
losing them, but we were concerned that we would because we are 
buying 47 percent of our crude; and secondly, we figured that we had 
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had increases in costs and the compelling reason to raise the price for 
other people applied to us. Therefore we increased our price by ap- 
proxims ite ly the same amount as other c ompi nies did. 

The Cuamman., I understood the witness yesterday representing the 
Philipps Co., which was the prime mover in this increase of price per 
barrel, to give as the reason that his company had done it was that it 
was necessary to stimulate more exploration for oil. 

Did your company do it for that reason ? 

Mr. Wittetrs. Well, I pointed out that we buy 47 percent of our 
crude and we buy 17 percent of our finished product, and the cost 
of that purchased crude and the cost of those finished products had 
gone up tous. We believe that higher prices are in order in order to 
stimulate increased drilling; we believe that. I do. 

The Cuairman. Did you do it for that reason? 

Mr. Wuerrs. No, but we had in mind and we did it because we were 
concerned about connections and we were concerned about the increase 
that had taken place in our costs. 

The Cuarrman. Do you think an increase to increase exploration 
was justified ? 

Mr. Wiuterts. Yes, I do. 

The Cuamman, Do you say that notwithstanding the testimony that 
was given by Mr. Gennings, on May 13, that though there were 3 per- 
cent less development wells, there were 6 percent more exploratory 
wells, and 10 percent more physical crews that worked during the 
first quarter of this year than the same period last year? 

Mr. Wutetts. Yes, sir. 1 agree with Mr. Jennings’ statistics, and 
that seems to be the figures reported to us. 

But may I just say “this, Mr. Chairman: That there are some other 
statements in Mr. Jennings’ testimony and I have it here, and those 
statements are as follows—keep in mind he was talking about the 
import problem. 

The Cuarmman. Does it have a bearing on the question I asked? 

Mr. Wiuetrs. Lthink it does; yes, sir. 

The Cuarrman. I do not want to get far afield, and we do not want 
to discuss everything that happened in the Ways and Means Com- 
mittee, but I have tried to cull out that which has a particular applica- 
bility to what we are doing in this committee. 

Mr. Wutetts. I think this is quite appropriate to your question, sir. 

The Cmarman. Very well. 

Mr. Witetts (reading) : 

There is still a lot of oil to be found in the United States 


and I am quoting from Mr. Jennings’ statement— 


but we must not forget that oil is an exhaustible resource and the supply is 
limited. Oil is particularly important in the United States because of its highly 
industrialized economy. Competent authorities estimate that United States oil 
consumption by 1957, will be about 14 million barrels a day, almost double the 
1952 rate. 

Unless oil finding in the United States is far is excess of past performance, 
consumption of this magnitude would require oil imports substantially above cur- 
rent levels. 

I think that is quite pertinent to your question, sir. 

The Cuarrman. Very well. Now, we will pass on to the next one. 

Can the 25-cent barrel increase in crude oil price be sustained if the 

ic il in the Middle East is not al ised ¢ 
price of crude oil in the Middle East is not also raised ¢ 
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Mr. Wutetrs. That is a pretty complicated question. I don’t know 
that I can answer it categorically. 

The price of oil in the Near East is a question. That is really a 
complicated question, and one that is quite unresolved, and I am in 
no position to say anything about it. It would seem to me, though, 
that if the price of oil, crude oil, in the Middle East is not increased, 
and I don’t know whether it is going to be, that at least the elements 
are there that might have some effect on this crude-oil price. Now, 
whether they will, I think it will be conjecture on my part. 

The Cuarrman. Do you think it would be reflected in a higher price 
for Middle East oil or would it be reflected by a greater importation 
of Middle East oil? 

Mr. Witerts. Well, I don’t know whether the price will change. 
As I say, that is a question that is unresolved. 

The Cuarrman. If it does not change, would it reflect a possibility 
of a greater importation ¢ 

Mr. WiutxeTTs. I should think that that possibility would be there, 
because after all, the price of Near East oil, and particularly with 
the low transportation rates. There are some spots that it might 
have an economic advantage over oil from some places in this coun- 
try or from Venezuela. 

The Cuarrman. As a matter of fact at the present rate, tonnage 
rate, and at its present price, it can be laid down here in the United 
States cheaper than it can be brought from the gulf area, can it not’ 


Mr. Wuterrs. I think at the present time that is correct; yes, sir. 


The CHarrman. Now, can Venezuela maintain European markets 
against the lower price of Middle East crude oil, in your opinion? 

Mr. Witterrs. Again, assuming that Middle East oil remains where 
it is, Venezuela will find itself—exporters in Venezuela will find that 
they would have quite some problem in competing with oils from the 
Near East. 

The Cuarrman. Does that mean that there might necessarily have 
to be a drop in price of Venezuela oil ? 

Mr. Witterrs. Not necessarily. I imagine the Venezuelan ex- 
porters would have to give that a great deal of study. I am not so 
thoroughly familiar with world markets that I could comment on 
that other than what I have said, Mr. Chairman. 

The CrarrMan. Well, my question is based upon your answer that 
you thought that the Venezuelan price would preclude it from the 

turopean market as against the lower priced oil from the Middle 
East. 

My next question would be, then : If that be true, if they would have 
to drop their price to meet that situation, would that not have an 
effect in turn on this domestic price in this country ? 

Mr. Witterrs. Well, certainly the elements are there that may 
have an effect. Whether it actually will or not, and what the eventual 
answer is going to be, I just don’t know. I don’t think that I can 
comment on it. The elements are certainly there, and it is a highly 
complicated unresolved situation at the minute. 

The Cuamman. Does your company import? 

Mr. Wittetts. Yes, sir, we do. 

The Cuairman. May I ask again, do you think that there might 
be an increase in the price of Middle East oil ? 
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Mr. Wuterts. I would prefer, Mr. Chairman, not to express an 
—— on it. It is a question that is unresolved, and I just don’t 

now. 

The Cuarmman. The reason I asked the question is because it would 
seriously affect the Mutual Security Administration, would it not, 
if the price goes up it is going to bring an increase of costs to this 
Government ? 

Mr. Wuerts. It is my understanding, Mr. Chairman, that our 
Government is not financing at the present time crudes to these coun- 
tries with the exception of a very limited amount of specialty crudes, 
specialty in the instance meaning the type of crude that might be used 
in certain lubricating-oil manufacture. 

The Cuarrman. That is very encouraging to know that something 
is dropping off. I happened to be on the committee to study eco- 
nomics, the Colmer committee and the Herter committee, in the late 
1940’s in Europe, and the question of Middle East oil looked exceed- 
ingly big in that picture, exceedingly so, so that the question of price 
is a very vital question. 

Now, of course, if we are cutting down—I have not followed the 
figures recently to see how much below it was what we anticipated 
it would be—but if we are dropping down, that is encouraging. But 
if the price goes up, it is going to be felt in this country in some 
manner in our sustaining the Mutual Security Administration. I am 
inclined to believe that if the price of Middle East oil is raised, that 
is from about $1.50 a barrel, it will have an effect on our aid program. 

Mr. Wiriuetts. In the Persian Gulf, I believe it is $1.7 5, boned on 
gravity and there may be some lower prices than that. 

The Cramman. I have the impression it had been about $1.65 and 
it was down to about $1.50. 

Mr. Wuerrs. That may be for some grades based on gravity or 

type. 
The CuairMAN. When you consider that, whether your figure or 
my figure is the correct one, with lower tanker rates as prevailing at 
the present time, it would seem to me that the inevitable result would 
be that there would be a great increase in importation of Middle East 
oil, and that that would raise some question as to whether from that 
standpoint, and if that happens, whether you would be able to main- 
tain the increaes of this 25 cents per heamel, 

Mr. Wiuterts. How much Middle East oil could be imported, Mr. 
Chairman, I don’t now exactly, but I should think some of the limiting 
factors would be transportation, the availability of ships; and if we 
took the ships that are now tied up out of their natal position and 
put them back into the service, there is the possibility that by doing 
that the rates on ships may go up somewhat. I think the question—— 

The Cx rrMan. There are several questions in connection with 
that that I would like to ask, «nd I do not like to take as much time 
as I am, but I have given considerable attention to the preparation of 
these questions which I think go to the fundamentals of this question 
that this committee is called upon to consider, and I am anxious to 
go through with them. 

But for the time being, and having in mind that the committee will 
go on again this afternoon, I trust, [ am perfectly willing to relax at 
the moment for any others who wish to ask any questions. I have 
several] more on this question of Middle East oil that I have not com- 
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pleted yet, but it may be that the discussion so far has raised some 
uestions in the minds of some of our other members and I would like 
them to have a chance at this moment to express themselves. 

Mr. Hesetron. Mr. Willetts, can you give me in terms of stations, 
and I want the information if you have it, and if you do not have it, 
would you supply it, on these points: How many stations your com- 
pany owns aad operates? I am talking about filling stations. 

Mr. WiiteTrs. Owns and operates, that is one figure that you would 
like. As I testified here, it is between 50 and 60 that we own and 
operate. 

Mr. Hese.ron. The second category—that is 50 and 60, you say? 

Mr. Witterr. We own and/or lease them and operate them our- 
selves, with our salared employees. 

Mr. Hxserron. I want to get—I will run through the categories— 
how many you own and operate; and second, how many you own and 
lease; and third, how many you supply exclusively; and fourth, how 
many you supply, but not exclusively; and fifth, any other forms of 
outlet that you have. 

Mr. Wittetts. Well, now, I think I find Mr. McIntosh, who is our 
chief economist, has given me some figures. 

At the end of December of 1952, we owned and/or leased 46 stations. 

Mr. Hesetton. Now, can you break that down? 

Mr. Wiuterts. That is owned and leased and operated. 

Mr. Hesexron. How much of those did you own? 

Mr. Witerrs. I can’t tell you that from these records. 

Mr. Hesexron. Can you supply that statement ? 

Mr. Wuetts. Yes, sir. 

(The information follows :) 


Socony-Vacuum owns 29 and leases 15 of the stations which it operates. 


Mr. Hesetron. All right, will you proceed ? 

Mr. Witetts. We own and/or lease, and lease out to others and 
are operated by others, 7,154 service stations in the total United States. 
We sell gasoline through dealers other than these in which we have 
some Teal entate interest, ownership or lease, through 18,739. 

Mr. Heserron. Is that exclusive? You supply them exclusively ¢ 

Mr. Wuterts. No; that is the other, the open dealer outlets that 
are owned by some other person or leased by some other person. But 
they sell our products. 

Mr. Heseiron. There are two categories; one you supply exclu- 
sively, and the other you supply, but not exclusively. 

Mr. Wiuterrs. No; I am not mentioning the exclusive arrangement, 
I am just giving you the number: (1) of the stations we own and/or 
lease and operate directly; and (2) the stations we own and/or lease 
and lease out to others; and (3) the stations through which our gaso- 
line or products are sold that are owned by someone other than 
Socony- Vacuum, but do sell our products. 

I have no figures on how many we supply when you say exclusively. 
You mean they don’t sell any other grade of gasoline, for example? 

Mr. Hesevton. Yes. 


Mr. Wiuerrts. I have no figures on that, but I would say that a 
ray high percentage of the stations selling our goods sell our gasoline 
\ 


exclusively, but they do sell other products. I am thinking in terms 
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now of motor oils, accessory items that they purchase from some 
other company. 

Mr. Hesevron. Do you have any other form of outlet ? 

Mr. Wuterrs. Well, there are outlets selling our products who are 
supplied by our jobbers, and while I do not have a current breakdown 
of all of these things, the connection is with the jobber and we have 
no connection with them, only he sells our goods, and there are 9,016 
outlets supplied Socony-Vacuum gasoline by the jobbers who handle 
our products, and sell them. 

Mr. Hesevron. You are relatively one of the big suppliers in the 
Northeast, is that true? 

Mr. Witerts. Yes, sir. 

Mr. Hesevron. I think in previous hearings, you gave an estimate 
of it percentagewise, and how much of the product you handle, of 
the total. Are you able to give that this morning? 

Mr, Wiuterts. Well, our percentage has decreased considerably in 
the last 7 or 8 years. 

Mr. Hesevton. Do you know what it is at the present time? 

Mr. Wuterts. I would say in taking in New Vork and New Eng- 
land, Mr. Heselton, it would be somewhere around 19 percent, but I 
can give you that figure. I don’t happen to have it right available, 
but I can give you that figures as we estimate it based on certain tax 
returns that come through the API. 

Mr. Hesevron. I appreciate your supplying it. 

Mr. Witterts. All right. 

(The information follows:) 

In appendix I which is attached hereto there is listed the percentage of total 
gasoline sales in New York and New England enjoyed by Socony-Vacuum in each 
year since 1939. It will be observed from these figures that our percentage of 
the market has been steadily declining from a high point of 26 percent in 1944 
to a low of 18.7 percent in 1952. This is not to say that we have been losing 
business in the area as our total sales have been increasing. 


APPENDIX I.—Socony-Vacuum gasoline sales, New York and New England 


Percent of Percent of 
Year: total Year—Continued total 


24. 1946__ 25. 0 
23. 1947 22. 
24. 1948 

24. 5 1949____ 
24, 1950__— 
26. 


95 


“IF 1D Ol D 


1945 : is 


Mr. Hesrevron. You referred constantly throughout your direct 
statement and in answer to the chairman’s question, to “we.” Who 
constitutes “we” ? 

Mr. Witetts. Socony-Vacuum, and there are a great many of us 
and I refer to those of us in the company who do the marketing of our 
products. 

Mr. Hesetron. Well, now, that is a limited group, I assume, who 
make the policy decisions as to price ? 

Mr. Witerrs. Well, it is relatively limited, but in our company 
when we make, as I pointed out in our statement, before we make 
any price we talk to our managers in the field and they are in, and 
we start most of our policymaking in our company at the bottom and 
not the top about marketing. We try to keep it realistic by using the 
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experience of the great many people, district managers, division man- 
ager, and staff people, as well as regional managevs and those in the 
26 Broadway elton, which group is composed of staff men who study 
the problems of our business and the general manager of our mar- 
keting operation, and myself. 

Mr. Hesetron. I can understand that as a thoroughly sound oper- 
ation. What I am trying to get at is who makes the final decision, 
and that is people in the top branch of the company; is that not 
true? 

Mr. Wittetrrs. When we make a move such as we did on June 10, 
it would have the approval of the marketing director; that would 
be me. And before we made that move I discussed it with the board 
of directors of my company and they concurred in it. 

Mr. Hesevron, All right, then, that is where the policy is set; is 
that not true? 

Mr. Wittetts. No; there are other moves that our men could make, 
and just take right now: There is one company since the price in- 
crease following crude in respect of distillate oils, that has decreased 
its price. 

Mr. Heseiton. You mean it has decreased the increase and wiped 
out the increase? 

Mr. Witerrs. It decreased the price it posted after the crude 
prices. 

Mr. Hesevton. First it increased it and then it decreased it ? 

Mr. Wutetts. That is true. 

Now our people in the field can meet that price, if that is what they 
deem it wise todo. They can go right ahead and meet it. Our man- 
ager in Boston, for example, can go ahead and he generally calls and 
tells us what he has done, and if that is his estimate of the competition 
in that area that he must meet, and if he finds that it is affecting him, 
he has the authority to go ahead and make that decrease in our prices 
and sell our goods at those prices. 

Mr. Hesexron. All right, but what I was trying to develop was 
the actual policy decision, because I wanted to ask you a question or 
two with reference to that. When this administrative setup has 
completed its work and it has gone to you and the board of directors 
before you announce a posted increase in these four categories, I 
assume you take a great many economic factors and other factors 
relating directly to the company’s position, into consideration. I as- 
sume you also have in mind the effect it might have on your company, 
and on your profit. 

However, this morning Mr. Bennett brought out, I thought, some 
very significant figures and adding to that I would like to add from 
your statement the cash dividends paid over this period during which 
you say that a very substantial increase in costs to the company came 
about ; and according to your report it shows that in 1948 it was $1 per 
share that was paid: and in 1949, $1.10; and in 1950, $1.35; and in 
1951, $1.60; and the estimated figure for 1952 at that time was $2. 

Mr. Wiretts. We paid $2 in 1952, that is my recollection. 

Mr. Heseron. Certainly your shareholders could have no com- 
plaint as to the manner in which you operate so far as they were con- 
cerned over this period of 5 years. Is that not true? 

Mr. Wiiuetts. Well, our shareholders have indicated general satis- 
faction with the operation of the company, but I must point out that 
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there are a great many of them who indicated at the last stockholders’ 
meeting that they would like to see us increase our dividends somewhat 
to them. 

Mr. Hare. What is that? 

Mr. Witetrs. That they would like to see us increase our dividend 
above the rate of $2, at the rate we are now paying, and they would 
like something extra, in other words. 

Mr. Hate. They are like other stockholders in that regard. 

Mr. Wutetrs. I guess they are not entirely dissimilar. 

Mr. Hesevron. In addition to that, in 1951 you issued an addi- 
tional 3,180,000 shares of stock ? 

Mr. Wuerts. That is the 10 percent I mentioned, Mr. Heselton. 

Mr. Hese.ron. Now, with that overall, and the questions asked by 
the chairman and others, I want to know what consideration this 
small group gave to the economic impact upon the users of your 
products by this increase? I assume that you weighed that rather 
carefully ¢ 

Mr. Wuxerts. Yes. We don’t like higher prices. 

Mr. Hesexton. Right on that point it has been said here yesterday 
and I thought with a certain amount of criticism and you repeated it 
here today, your position is that you would like to see a more stable 
condition with reference to prices ¢ 

Mr. Wuetrs. We certainly would, sir. 

Mr. Heseuton. It strikes me as rather peculiar that people who 
hold that point of view and know that there is an administration try- 
ing to bring about that result, should take the lead in breaking the 
line rather than on the other hand taking it rather easy until you find 
out what this administration can do. 

Mr. Wuterrs. Well, I would like to say this, Mr. Heselton, in con- 
nection with that. We are very conscious of the effect of our prices 
onthe consumer. We make price increases reluctantly, but we thought 
we were entirely justified in attempting to recover some of our in- 
creased costs. We have not increased our price in proportion to what 
some other companies have increased the prices of their material. 
While we dislike this immensely, this inflation cycle, this constant in- 
creasing of everything, we think that we have got to treat it real- 
istically. 

We know that we are still in an inflationary period, and there are 
a great many things happening that tell us that, and the size of the 
deficit as just announced, and the fact that our Treasury Department 
has got to sell tax-anticipation certificates of $514 billion soon, and the 
increased wages being announced by a great many companies, and great 
basic industries, automobiles, and steel and electrical; and we, in fact 
and without relationship to anything else, have increased our wages 
to our employees, somewhat over 40,000 in the country, by another 4 
percent, and while we do not like the continuation of the inflation 
spiral we know that in negotiating with unions at the local level— 
and we have had a great many negotiations going on—that practically 
all of them were demanding increases in salaries and wages and we 
gave our 4 percent to those who were not in labor organizations. 

So this cycle is going on, and while we do not like it, and we do not 
enjoy it, we would much prefer to see something else happening in 
the country, and we think that people are working on it and definitely 
trying to do something about it, and it seemed to us that the realities 
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of life were such that we should do what we did in the interest of our 
stockholders and in the interest of having enough money to go on, and 
in the interest of the developing of enough facilities in crude that we 
could ~— care of that customer at a time when he wants to be taken 
care of. 

Mr. Hesevron. In the face of that excellent statement of principle, 
the sheer, bald fact is that you contributed to the inflationary situa- 
tion. 

Mr. Wituerts. Yes. 

Mr. Hesevron. And you did it deliberately, and did it after you 
had taken into consideration the impact it would have upon users of 
your products. There is no doubt shel that. 

Mr. Witerts. We certainly, in this cycle that is going on, in one 
thing contributing to another, I suppose we did, and I think that we 
did contribute; but at the same time I point out that we, along with 
other companies, have been doing something for their employees to 
try and keep up with this. The 4 percent I mentioned to you, that we 
have just contributed, is an instance on the part of our company and 
I think the fact is recorded as far as certain other great industries 
are concerned like automobiles, and steel, and well, I have read a 
great many; they just don’t come to mind at this present time. 

Mr. Heseiron. Will you tell me how you, as a responsible official of 
a very important part of our economy, can possibly justify 
that decision, and that action? And I am not talking about the things 
we have gone over, but I am talking now about the administration 
that demonstrates its prime goal, is to bring about a stabilized condi- 
tion and cut the continued lessening value of the purchasing power 
of the dollar, and balance the budget and try to get some economic 
sanity into this Government. Yet, here is your industry, one of the 
vital industries in this country, apparently all unanimously per- 
fectly willing to contribute to the defeat of that effort of this admin- 
istration. 

Mr. Witterrs. We do no want to contribute to the defeat of the 
major effort that is being made to control inflation in this country. 
That would be against our own very best interests to do that, sir. 

Mr. Heserron. I am sure it would. 

Mr. Wittetrs. And we know that. 

Mr. Hesetron. Of course you do. 

Mr. Witterrs. But we also know that there will come a time in 
the history of a company or in its life when its increase in costs are 
such that it should recover them. We also know that this second 
increase that we made, based on the increase in cost of crude, because 
we buy so much of our crude, because we buy so much of our finished 
products, we do not see how we can absorb that much money into this 
company and take it out of the company and the stockholders of the 
company. 

Mr. Hesex.ton. Well, the record clearly shows that you have been 
doing it over these years, and here at the very outset of this admin- 
istration, when you recognize the importance of its success of its pro- 
gram, instead of some restraint and instead of some cooperation, it 
seems to me that you are definitely convicted of contributing to another 
spiral of inflation which will make the task of this administration 
just that much more difficult; and yet you want, I am sure, and your 
board of directors wants, to see this administration succeed. 
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Now, if you cannot do it, in your case, and if you cannot convince 
vour stockholders that it is in their interest in view of this record, 
how do you expect other large segments of our economy to refrain 
from adding to the inflationary condition, and making just that 
much more difficult for this administration to succeed in its program ? 

Mr. Witterrs. Mr. Heselton, I think it is difficult in a time like 
this to do what you say. I know we are very conscious of this, and 
we have been and we have talked of it in our board time after time. 
But we are confronted with other things, and therefore, as I ex- 
pressed in my statement, we have to recognize the realities of the cur- 
rent situation. 

We know that the price of steel has gone up and things we buy have 
gone up. We use a lot of steel and we use steel in building tanks and 
in drilling wells, and a great many uses. 

Mr. Hesevron. I understand that, and let us not waste any more 
time on that. That argument can be addressed to every situation that 
exists in this country. Some product goes up and that justifies another 
user of that product to go up and you have an endless chain and you 
never stop. 

How much is this increase that you have posted going to cost your 
users per year ? 

Mr. Wuterts. It is going to cost our users, you mean ? 

Mr. Hesevton. Your customers; yes. 

Mr. Wiuterts. Well, we sell in the United States about 200 million 
barrels of products, of total product. I presume you are talking about 
the latest crude increases of the Rocky Mountains. We sell about 20 
percent of that 200 million barrels west of the Rocky Mountains, and 
so we sell 160 million barrels in the area where the crude increase took 
effect. 

On the assumption that it has gone up a quarter and to the best 
of our study the product prices are reflected about the quarter increase 
in crude, it is easy of computation. It is a quarter on 160 million 
barrels, or in the vicinity of $40 million. 

Mr. Hesevron. $40 million a year? 

Mr. Witxetts. On an annual basis. 

Mr. Hesevron. And you also anticipate, as I suppose everybody 
in the industry does, that there will be a continually rising demand 
for these products, so that there will be a continually rising cost ? 

Mr. Wuuerrs. Yes. 

We anticipate a continuing rise in demand and we are anticipating 
it year after year. In respect of this $40 million, may I make another 
statement ? 

Mr. Hesetron. Yes. 

Mr. Wirrxetts. I want to leave it clear that while there is $40 million 
we are talking about, that is not net to Socony-Vacuum. In other 
words, we pay out that extra quarter on all of the crude we buy, and 
we pay it out plus something on all of the products we buy. After we 
get through with that we don’t know how long the prices are going 
to remain—and already they are cutting the price of distillate—and 
after that if we have anything left we have got to share it with the 
Government in the form of income taxes. 

Mr. Heserron. I am not talking about that; I am talking about the 
impact on your customers, the financial impact. Is that figure that 
you estimate the minimum figure on them ? 
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Mr. Witerrs. That is what I estimate, assuming all of these prices 
remain over a period of a year, and I have used an annual basis. 

Mr. Hesevron. Now, I received on July 2 what I believe to be a con- 
servative estimate of the overall cost of this increase for the next 6 
months, for the balance of the year. I was told it would be at least 
$350,500,000. Would you dispute that estimate ¢ 

Mr. Witterrs. I would think it was somewhat high. 

Mr. Hesevron. What would your best judgment be as to the overall 
cost in the next 6 months? 

Mr. WuuetTts. I would think it would be between $500 and $600 
million, on an annual basis, rather than what you said, $373 million. 

Mr. Heserton. I said $353,500,000. 

Mr. Wuerrs. That would be on the annual basis of $700 million, 
and I would say it would be nearer $500 million on the basis these 
prices stick, and remain in effect, in other words. 

Of course, that is only an estimate, and we cannot have a balance- 
sheet figure at this time because we are estimating what is going to 
happen. 

Mr. Hesevtron. Well, if that is so, and that is going to be on one 
particular kind of product alone, something between $500 and $700 
million additional cost, certainly we do not need to be economists to 
realize that that is an extremely significant contribution toward added 
inflation. 

Conversely, it is a very serious thing to have happen at a time when 
the administration is honestly trying to do the things you respect them 
for. 

Mr. Witerrs. At the same time again, Mr. Heselton, we have got 
to try and keep the realities of the situation in mind, and as much as 
we dislike to see this done, we would sooner see the prices go down, we 
just have to keep in mind that these things are happening in our coun- 
try and it is unhappy. 

Mr. Hesetron. It certainly is unhappy. 

Mr. Wiuuerrs. We agree with you on that, sir. 

Mr. Heseuron. I hope that you will exercise just as much initiative 
in the effort to try to find reasons for decreasing it as you have for 
finding reasons for increasing it. 

Mr. Wiutterrs. We have been competitive, Mr. Heselton, in our 
business, and if we find that competition is going to sell this goods at 
less we will have no choice; we will have to meet them, and we will do 
so gladly. Not that we want to get rid of our money, but that is our 
system, and that is the one we work on. We want to keep our business. 

Mr. Hinsuaw. For the purpose of the committee, the Chair’s in- 
structions are that the committee adjourn at the end of your question- 
ing, to meet again at 2 o’clock. 

Do you want to withhold some of your questions until 2 o’clock ? 

Mr. Sprincer. It is going to be rather lengthy, Mr. Chairman. It 
will be 20 or 25 minutes. 

Mr. Hinsuaw. Then I suggest that you carry over until 2 o’clock. 

Mr. Srrrncer. That is satisfactory with me. 

Mr. Hinsuaw. We will recess until 2 o’clock. 

(Whereupon, at 12:45 p. m., the hearing was recessed until 2 p. m., 
the same day.) 
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AFTER RECESS 


(The hearing was resumed at 2 p. m.) 

The Cuarrman. We will proceed. 

I understand that Mr. Springer has some questions. 

Mr. Sprincer. Mr. Willetts, | have in my hand a news item from 
the New York Times of Monday, July 6, and I was not here yesterday. 
I was returning from my district over the Fourth of July. I want to 
quote what is said: 

Mr. H. R. Morrison, of the Northwest Oil Co., Portland, Oreg., wrote the com- 
mittee that the major oil companies on the west coast refused to sell oil to inde- 
pendent oil concerns. 

I quote Mr. Morrison as having said this in his letter to the com- 
mittee, but again the quotation: 

We have not been able to buy any products from any of them for over a year 


now. The only way we can get any products is out of Texas, and now the price 
increase there stops that. 


Does your company sell any products at all to independent com- 
panies ? 

Mr. Wiuterrs. Oh, yes. 

Mr. Sprincer. Do you operate in the Northwest area, including 
Oregon and Washington ? 

Mr. Wuterts. Yes; we do. 

Mr. Sprrncer. For the record are you willing to sell to H. F. Mor- 
rison or the Northwest oil companies at your ordinary rates that you 
would sell to any other company or any other jobber? 


Mr. Wuerts. I do not think I can answer your question cate- 
gorically, and I am not trying to avoid it, but I don’t know our own 
supply situation now in the Northwest. 

As I mentioned earlier in the day, at the present time we are just 
beginning construction of a new refinery in the northwest section of 


the State of Washington at Ferndale. We bought the property, and 


cleared it and we are about to start actual construction. 
it because we need more supply in the Northwest. 

Up to now we have been bringing it out of Torrence, our refinery 
down near Los Angeles. 

Mr. Sprincer. Do you know whether Mr. Morrison has ever ap- 
plied to your company to purchase products? 

Mr. Wuterts. No, sir; I do not. 

Mr. Sprincer. Providing that you are in supply sufficiently, are you 
willing to sell to Mr. Morrison or the Northwest Oil Co. ? 

Mr. Witxerrs. I would consider it, but I would have to ask about 
our supply situation of our General Petroleum Corp. 

Mr. Sprtncer. My question was if your supply is adequate. 

Mr. Witterts. I assume that we would be willing to sell if the gen- 
tleman would pay our posted prices, but right now I know that we are 
short of supply and we have had certain customers on the west coast. 
This started some year and a half ago, I think, when there was quite a 
shortage out there and we had tried for 2 or 3 years to discontinue 
certain sales to certain people on the west coast. We have had to 
varry them on for the simple reason that they at that time were un- 
able to get any other supply. So we continued to carry those folks 
until such time as they were able to make some other adequate and 
satisfactory connection. 


e are doing 
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Mr. Sprrncer. Now, do you have any reason that you could give as 
to why Mr. Morrison could not pure hase oil from any of the large oil 
producing and refining a 

Mr. Wit1erts. No, I don’t. I don’t know the gentleman’s case, and 
| thought that our supply situation on the west coast had now altered 
itself over what it was and I am thinking of an industry rather than 
our own company. But I know our own company is tight on supply 
on the west coast to meet its normal trade. 

Mr. Sprincer. Now I repeat this so it is not limited to Mr. Mor- 
rison and I quote beginning here: 

The major oil companies on the west coast refuse to sell oil to independent oil 
concerns, 

Now, I take it that that is pretty general. 

Is the reason that Socony hi 1as not been able to do that—not supply 
them—due to the fact that you have had a shortage out there? 

Mr. Wittetts. Yes; we were in very tight supply on the west coast 
and are. Our supply is pretty close now with our demand. 

Mr. Sprrncer. Now, beginning today, how long a period of time 
has that tight supply been in existence? 

Mr. Witerrts. | would say it goes back a couple of years at least. 

Mr. Sprrncer. Is there a reason for that? 

Mr. Wittetrs. Yes. California and the west coast was consid- 
ered self-sufficient on supply and they find, with their large increase 
in consumption and the low rate of discoveries relative to reserves, 
that they are in tight supply; and as Mr. Peterson, who testified here 
yesterday, I believe, said, no longer could that area be considered 
a self-sufficient area and it would be necessary to import crude or 
products or both into the area to take care of the normal demand 
of the area. 

Mr. Sprincer. Now let me ask you this: Is it possible for the Cali- 
fornia situation to take care of the Northwest? 

Mr. Wittetrs. As I recall the figures today, and I am not entirely 
up on them, it seems to me that the California supply situation is 
today better than it was and it would seem to me that that customer 
or somebody should be able to take care of them. 

Mr. Sprincer. Now, let me ask you this, and I think this is the 
inference, and only the inference raised as a result of the testimony 
that has been given here by the proponents of this investigation. I 
say this in good faith. 

I think the consensus of opinion is that there is a concerted effort 
on the part of the major oil companies to deny oil products to inde- 
pendent jobbers and oil concerns, and they are claiming that in that 
there is a violation of the antitrust laws. You understand that from 
the testimony that has been given, that you heard here last week. 
Was that not your understanding? 

Mr. poaee I did not quite follow you. 

Mr. Sprincer. Will you read the question back, please ? 

(Question referred to was read by reporter.) 

Mr. Wiiuerts. My answer to it would be that I personally know 
of no concerted effort on the part of the majors to withhold the sale 
of products to other companies. I know that our own situation on 
the west coast has been a very tight one, and we have been importing 
oil in there and products in there to take care of our own supply 
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needs. That is one of the big reasons as well as a future one that 
we are spending the money or about to start spending the money, 
and we have already spent some of it for the acquisition of land 
and the clearance of it. We are going to build a refinery in Fern- 
dale; we are going to build a refinery that has a capacity of some 
35,000 to 40,000 barrels of oil a day to take care of our situation in 
that area. 

But that, of course, won’t be built for—well, it will be finished late 
next year, and we are starting it now. 

Mr. Sprrincer. Are any of the other major oil companies doing 
the same thing? 

Mr. Wuterts. I do not know of any major oil companies building 
up there, although I think I saw a press release that one of the other 
companies, and ‘I think it was Shell, was talking about buying a 
piece of land. 

I think I saw a press release that Standard of California had 
bought land, but I am not certain of those two. That is my recol- 
lection from the press. I do not know of the fact that they are 
going ahead and doing anything. 

Mr. Springer. You understand, do you not, Mr. Willetts, that any 
concerted effort by the major oil companies to deny oil to independent 
jobbers or producers is a violation of the antitrust law? You under- 
stand that, do you not? 

Mr. Wuterrs. Yes, sir; I do. 

Mr. Springer. I quote y ou from the same article: 

At the same time the committee received reports that the price boost would 
put 25 percent of the gasoline-station operators in the Dayton, Ohio, area out 
of business, 

Do you operate in the Dayton area ? 

Mr. Witierts. We haven’t much business in the State of Ohio. We 
do a little in the State, and I think we operate in Dayton. 

Mr. Sprincer. What is your reaction to that statement ? 

Mr. Witerts. I do not understand it because as I recall it, and I 
think I have my prices here that would apply to that State, if I can 
find them—in the State of Ohio, in June, we increased our retail price 
and tank-car price a cent a gallon on house brand, and we have no 
service stations of our own. This was just to our dealers and jobbers 
in that State, and I believe that the principal marketer in the State, 
Standard Oil Co. of Ohio, increased their prices somewhat about that 
amount. They increased their price on their premium grade 1.3 cents, 
and at their retail level, 114, thus in fact opening up the spread. 

I believe also—and I am taking this from memory now—that 
shortly after the elimination of price controls that the Standard Oil 
Co. of Ohio increased the retail price of gasoline by a limited amount, 
and I have forgotten the exact amount, but in effect it would give the 
dealer more margin and it would have the effect of giving him more 
margin. 

Mr. Sprincer. Who, more margin ? 

Mr. Wutetts. The dealer, and we do not operate at the retail level. 

Mr. Sprincer. In the Dayton area or the State of Ohio? 

Mr. Wizetrs. In the entire State. 

Mr. Sprincer. How much more margin is it going to give the 
operator, 
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Mr. Witterts. I am taking this from memory, but my recollection 
is that that increase opened the price about three-tenths of a cent 
and 

Mr. Sprincer. That is margin for him? 

Mr. Wittetts. Yes, sir. 

Mr. Springer. The dealer ? 

Mr. Wittetrs. It would give him that much more margin. 

Mr. Springer. Then, can you explain why, any reason why, 25 
percent of the operators would be put out of business in Dayton. 
Would that be a true statement ? 

Mr. Wuterrs. Irrelevant. 

Mr. Sprincer. Now, let me ask you this: There have been many 
statements made here in the last few days by the proponents of this 
investigation that great numbers of operators will either go out of 
business or go broke. Do you know of any of your own customers or 
jobbers or operators who have told you that they are going broke as 
a result of these raises ¢ 

Mr. Wizerts. No, I do not, sir. 

Mr. Sprincer. Now, ordinarily, do you hear from those people if 
that is the situation or do you not hear from them? 

Mr. Witterts. Yes, sir, we hear quite often from our customers 
that maybe they think they need a lower price so as to have a greater 
margin and they talk with us and they talk to us constantly. 

Mr. Sprincer. Now, do you keep pretty close watch on this local 
jobber proposition yourself, as a vice president in charge of domestic 
operations ¢ 

Mr. Wiuterts. Well, I do keep quite close to it because we initiated 
within the past couple of years, in a formal way, what we call a dis- 
tributor relations program, and I have been highly interested in it. 

Mr. Sprrncer. Now, as a result of your knowledge, then, what you 
do have, you certainly ought to have a great deal in your present posi- 
tion, how many of the operators and jobbers and dealers have either 
gone out of business for one reason or another during the past 2 
years? 

Mr. Wiuetts. That is a sizable order; I don’t know. 

Mr. Sprincer. How many of them? 

Mr. Wuterrs. I don’t know of any jobber who has gone out of 
business. 

Mr. Springer. Any one? 

Mr. Wuterts. I don’t know of any. 

Mr. Springer. Now, then, that has not been your experience ? 

Mr. Wutetrs. I don’t think it has, that is correct. 

Mr. Sprincer. You would be willing to have revealed to you, would 
you, any jobber or any list of jobbers who have been forced out of 
business as a result of that, and you would be willing to have that en- 
tered in the record here? 

Mr. Wuuerts. Yes, sir. 

Mr. Springer. Now, I call your attention to testimony that was in 
this record as of Wednesday, July 1, 1953, at page 123, for the record, 
in which I asked Mr. Hadlick about the general profit situation on 
companies generally, His answer, and I quote, was as follows: 

Mr. Springer, I would agree with you that what I gave was only the surface. 


I don’t have the staff to do the work. That should be worked out, I would say, 
completely on investment and sales. 


86179—54 16 
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I gave one example. I happened to find it quickly. The Socony-Vacuum 
tripled their sales but quadrupled their profits. Actually they probably plowed 
a great deal of this consumer profit that they made back into their plant facili- 
ties; undoubtedly they have. 

They have also been the recipients of many certificates of rapid amortization 
of new plants and facilities. 

Now would you comment on that part, about them having tripled 
their sales but quadr upled their profits. Is that a fact now and I am 
trying to find out if that is a truth. 

Mr. Wuiterts. In what length of time are we mentioning ? 

Mr. Sprincer. As a preliminary to that, this is what I asked him: 

Early this morning in the first part of your testimony, Mr. Hadlick, you went 
into the question of profits of many of these companies in which you set up, for 
instance, in one that I have here. 

In 1940 their profits were 33, and in 1948 they were 144. That is one way of 
setting it up, but I have always thought you set up your earnings as against your 
investment. 

Now, that is the preliminary of what I asked him and that was his 
answer to that preliminary statement. 

Mr. Witerrs. Well, in recent years we just have not tripled our 
sales. 

Mr. Springer. What period of time have you not? Is this 5 years 
or 10 years or 12 years? 

Mr. Wuuerrs. I would say that is certainly so in 5 years and I 
don’t think we have tripled our sales in 10 or 12 years, I really don’t 
know. 

Mr. Sprincer. Now, have you quadrupled your profits? 

Mr. Wixerts. I testified this morning 

Mr. Sprincer. I have your statement in front here; is there any- 
thing there to indicate you have quadrupled your profits? 

Mr. Wuterts. I testified from 1943 and it was in the thirties, and 
now 171, and that is 4 plus times. 

Mr. Sprincer. I think that is correct. You quadrupled your profits. 

Did you quadruple the profits on your investments ? 

Mr. Witerts. No, sir, we did not. 

Mr. Springer. Now, according to my figures, and I took your figures 
down this morning 

Mr. Priest. Will the gentleman yield? I have just one question. 

Mr. Springer asked you if you quadrupled your profits on your 
investment and your answer was that you did not. On what, then, 
did you quadruple the profits? 

Mr. Wuterts. I don’t know that I understand your question, sir. 

Mr. Priest. His pee was, Did you quadruple your profits on 
your investment ? nd your answer was “No.” ‘Then what was it on 
which you quadrupled your profits? 

Mr. Wuterts. I think Mr. Springer’s question was to me that: Did 
you quadruple your profits? And T understood the question to mean 
in dollars, and I testified this morning in dollars that we did. 

Mr. Prisst. I didn’t quite understand your question. 

Mr. Wiuterrs. Then Mr. Springer asked me about it in terms of 
investment, and I said, “No; that was from 1943 through 1952.” 

Mr. Sprineer. For the record I will state again that the testimony 
was that in 1943 the earnings were $35,900, 000 and in 1952 they were 
$171,100,000. 
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Now, when I added those all up and divided them, I found that 
there was an average over that 10-year period of 9.2 percent of profit. 

Now, let me ask you this: Do you consider that to be a reasonable 
profit, Mr. Willetts, for a 10-year period ? 

Mr. Wuerrts. I think it is difficult to say what is a reasonable 
profit. I think on the basis of certain factors against which we might 
judge our profits—I am talking about all manufacturing industry— 
I testified here this morning, we were lower than all manufacturing 
industry. I used some specific statistics in respect of certain indus- 
tries and we seem to be lower than most of them, and in fact all but one, 
I think, or maybe it was all of them. 

I think another thing we might take into consideration in deter- 
mining the adequacy of our profits is the basis on which our stock sells 
on the market. It is now about $35 a share. 

Mr. Sprincer. This morning it is 373%. 

Mr. Witerts. I did not see that. 

Mr. Sprrincer, I just looked at it a moment ago. 

Mr. Witetrs. The last one I saw was $35. 

Mr. Sprincer. On that you paid $27 

Mr. Wuuerts. We are paying at the rate of 50 cents a quarter; 
$2 per annum. 

Mr. Springer. I figured that out a moment ago and I believe that 
comes to 5.1 percent. Is that considered an average dividend? Did 
I make a mistake on that or is 5.1 right? 

Mr. Wuterts. I think the dividend on our investment—we are pay- 
ing at the rate of $2. Some people I don’t think would invest their 
money for that much. 

Mr. Sprincer. What is your par value? 

Mr. Wittetts. Our par value is $15. But here is a company that, 
as I say, it was $35 when I last looked at it, and it has a book value 
of more than $40 per share, and it has a replacement value, the way 
we estimate it, of over $70 a share, and if that was awfully good earn- 
ings, I wonder why people don’t jump on to this thing and buy a lot 
of it. 

Mr. Serrncer. Let me ask you this: Is 5 percent a fair dividend 
return, do you believe ? 

Mr. Wuerts. We have thought so because we needed money to re- 
invest in our business. 

Mr. Serrncer. Let me ask you this question 

Mr. Witerts. I don’t know whether it is fair; our stockholders do 
not think so in some instances—some of them do not. 

Mr. Sprrneer. Now, the money which you are earning in excess of 
that you are plowing back into the company ? 

Mr. Wiuerts. Yes, sir; we are. 

Mr. Sprincer. Now, I want to come back, if I can, to this 9.2-percent 
gain. Are you familiar with what the rate of earnings has been of the 
American Telephone & Telegraph Co., and what has been their divi- 
dend during the past 15 years? 

Mr. Witterts. No; I am not. I know that they pay $9 a share, 
but. I don’t know about their rate of earnings. 

Mr. Sprincer. They are a public utility, are they not, and they are 
fixed more or less by the Federal Communications Commission, are 
they not? 

Mr. Wiiterts. I understand that. 
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Mr. Sprincer. You are a risk company, and not a protected 
company ¢ 

Mr. Wuterts. That is right. 

Mr. Sprincer. They are protected in that they can get their rates 
raised if it is not enough? 

Mr. Wuterrs. That is right. 

Mr. Sprincer. They have found 9 percent not to be excessive for a 
public-utility company; am I right on that ? 

Mr. Wuterts. $9; yes. 

Mr. Sprincer. You figure then that earnings of 9 percent on your 
investment is likewise not excessive? 

Mr. Wiuterrs. I certainly do not think that earnings of 9 percent 
are excessive on our investment. 

Mr. Sprincer. Now, this morning the chairman went into a problem 
there with reference to this and I would like to quote itif Imay. The 
question which he had, I quote: 

Do the increased prices truly reflect the operation of normal market factors 
of demand and supply or are they the result of other causes? 

Now, my further question to that is: Do you have two methods of 
making a profit? As I understand them, first you may increase the 
prices and have a smaller market, that is one way; is that right? 

Mr. Wiiterrs. That is right. 

Mr. Sprincer. And the second is that you may have a larger sales 
at a lower price. 

Mr. Witterts. That could be done. 

Mr. Sprincrer. Now, I want to come to this recent raise, as I got 
your testimony this morning, and I want to be sure I understand it. 

It is my understanding that you have made this raise at the good 
time of the season with the thought that at this time there would be 
an unusually heavy demand, at which time you believed you could 
get back some of this lost i income that you have not been getting over 
previous periods of time; is that correct ? 

Mr. Witetts. We made this raise after having studied our demand 
and supply figures and after having studied our increase in expenses 
and thought that we should attempt to recoup some of those expenses 
at this time. 

We had tried that earlier in the year, in February, and our attempt 
had failed. 

Mr. Sprincer. I will ask you this: Do you consider that in the 
normal market practice in business, that that was a good business 
practice ? 

Mr. Wuetts. Yes, I think that under the situation we had, of 
an increase in expense that had occurred since 1950, and the law of 
supply and demand as we figured it out, the closeness of it, it was a 
good business practice to try to recover that amount of money for 
our stockholders. 

Mr. Sprrncer. Now, I take it if you were in another business, we 
will say in the clothing business, that the probabilities are that your 
high market would be in the wintertime and that you would have your 

sale in the summer. What you are in effect doing is reversing that 
process ; is that right? Whenever the demand is high, you raise the 
price; is that correct? 

Mr. Wiuzerts. Not as an ordinary thing. 
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Mr. Sprincer. Not as an ordinary thing but you chose it this time 
and you believed that was good business practice; is that right? 

Mr. Wietrs. We chose it this time to raise our price, sir; in 
February, which was a low point in our gasoline demand, we were 
not able to do so, and the facters that we thought we should recover 
in our expense and in our cost of product hadn’t t changed by June and 
we figured in June we should attempt to recover some portion of 

our increase in expense. 

Mr. Sprincer. Now, these recent price increases that you put into 
operation, was it intended when you put these into operation that 
you were going to share any of the increase with the man who sells 
it down below? 

Mr. Wuterts. Yes; as I mentioned this morning. At the time we 
made our increase in price we studied the situation with respect to 
the jobber, and we haven’t fully completed the study. 

In the east coast we didn’t advance our price to the jobber quite as 
much as we did the tank-wagon price, and I am talking gasoline, 
which in effect permitted him an opportunity to have more margin. 

We are studying the situation in the central part of the Umited 
States right now and we have only partially completed it, but we have 
lowered our price on our premium grade of gasoline to our jobbers 
in most of the central area by a quarter of a cent a gallon and we 
are studying further what we should do with our price to jobbers in 

the central part of the United States. 

I understand from a telephone communication that I received here 
Sunday night from our manager in the central part of the country 
that there is some move on the part of some of the companies out 
there to change their prices so as to give the jobber an opportunity 
for more margin. That will be a competitive situation, and I would 
assume, although we have taken no action as yet, that that is likely 
to change the prices to the jobber so that the jobber will be buying at 
a lower esa. and thus afford him an opportunity for more margin. 

Mr. Sprincer. I want to come back to this because you gave me 
a long answer and I want to get this on the record. 

When you put this into effect, did you share any of the margin or 
did you intend to share any of the margin as a result of these increases 
with the man who was selling it down rat a filling station ? 

Mr. Witterts. We intended to share some portion of the margin 
with our jobbers. 

Mr. Sprincrr. Now, let us get straight. I am talking about the 
oil jobber, or is this the gasoline-station operator ? 

Mr. Wuterts. I am talking about the jobber who has a little inde- 
pendent business, and a bulk plant of his own and tank trucks, and 

e has dealers and he has service stations, and he goes out and sells 
the gasoline he buys from us in that channel of tr ade. 

Mr. Sprincer. All right. Now, let me ask you this: Do you have 
any trucks that take it out to the filling stations yourself? 

Mr. Wuxerts. Yes, sir; we do, in some areas. 

Mr. Springer. Now, did you intend to share any of these increases 
with him ? 

Mr. Wixterts. With the dealer, you mean ? 

Mr. Sprincer. Yes. 

Mr. Witterts. We raised our price to the dealer, and he sets his 
own retail price. Many of them did increase their price an amount 
in excess of the tank-wagon increase. 
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Mr. Sprincer. But I am just wanting to get an honest answer from 
you, and I think that you are trying to, but you are not coming 
quite down to it. 

As I understand it, and be sure that we are right on the record, 
that these increases were made for the purpose of reimbursing the 
company for whatever they felt that they were entitled to earn; is 
that right? 

Mr. Witetrs. Yes, sir. 

Mr. Springer. All right. Now, that was for the purpose of the 
company itself and not to share with the gasoline filling station 
operator; was it? 

Mr. WuetTts. Yes; but at the same time I testified here this morn- 
ing that at the same time we did this, we intended to give our jobbers 
a lower price because we thought that his costs had also increased, and 
out of that increment that we had in our price for just expense, forget 
the product increased part of it; we were going to share some of that 
with him. 

Mr. Sprincer. Have you shared it with him? 

Mr. Wuterrs. Yes; we have in many areas. 

Mr. Sprincer. I am glad to hear that, but can you explain how you 
are sharing it, and I will have to admit I have been listening carefully, 
but I haven’t been able to get how you have shared it with him? 

Mr. Wuerts. Well, let us take a given city, for example, on the 
east coast. The man is in X town, a jobber of ours, and he buys our 
goods. We raised the tank-wagon price eight-tenths of a cent a gallon 
and that is the price if he elects to follow it at which he would sell the 
goods he buys from us. 

But when we raised or changed his price, we didn’t raise it as much 
as eight-tenths of a cent. We raised it a lesser amount. 

Mr. Sprincer. What was the jobber’s price, eight-tenths of a cent, 
is that the margin? Is that right? 

Mr. Wutetts. No; the jobber margin varies, but in the central part 
of the country I believe that it would approximate 2%4 cents a gallon 
on gasoline, before the increase. 

Mr. Sprincer. How much is that? 

Mr. Wuerts. Two and three-quarter cents. 

Mr. Sprrycer. How much did the tank-wagon price increase? 

Mr. Wuerrs. The tank-wagon price in the eastern area went up 
eight-tenths of a cent a gallon. 

Mr. Sprincer. Now just a moment, you raised the jobber’s price—— 

Mr. WitetTs. Now, that isthe margin. That is the general margin 
prevailing in the central part of the United States. 

Mr. Sprrncer. That is the margin? 

Mr. Witetrs. Yes; that is the difference between his buying and 
selling price, on the assumption that we would sell at the posted tank- 
wagon prices in his area, whether he does or not, that is up to him. 
But if he did, before this price increase, he would have had a 234-cent 
margin selling our goods on house-brand gasoline. 

Mr. Springer. Two and three-quarter cents? 

Mr. Wuetts. Yes, sir. 

Mr. Sprincer. Now you raised it how much ? 

Mr. Wuuerts. In the central area we raised gasoline varying 
amounts from three-tenths to four-tenths, and in some States it was 
less and in some States more. 
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Mr. Sprincer. Now, at the same time, did he raise the tank-wagon 
price that much? 

Mr. Wuerts. I can’t answer you positively, but my statement 
would be I think he would; yes. 

Mr. Sprineer. Did you raise your tank-wagon price that much{ 

Mr. Wuetrts. In those areas in which we operate, we raised our 
tank-wagon prices that much. 

Mr. Springer. Then actually, as a matter of fact, the filling-station 
operator did not share any of that price increase, did he? He did 
not share in any of the profits as a result of that? 

Mr. Wuterts. The filling-station operator, I am not sure just how 
much he raised his price, because we are talking about two different 
levels in the distribution pattern of gasoline. , is the jobber, and 
one isthe dealer. I was talking about the jobber, and now the gasoline 
dealer generally will pass on the increase in tank-wagon price to the 
customer unless, for some reason, a dealer would like to pick up more 
volume, and maybe then he wouldn’t raise that much. But maybe he 
would figure he could compensate himself by an increase in volume 
and a lower gross profit per unit, but a higher volume. But, gen- 
erally, they pass it on. 

Mr. Sprincer. Actually, Mr. Willetts, they all raised the same, did 
they not in the areas where you raised? Phillips raised, and Sin- 
clair raised, and it was a general proposition. 

Mr. Wuterts. I would say that that would be about true. 

Mr. Springer. Actually as a matter of fact, to get down to it, nobody 
shared any of this with the filling station operator and it was not 
designed for that; is that not about the right answer? 

Mr. Wiuerts. I can say that from our standpoint we raised our 
tank-wagon price by the amount I have mentioned, and therefore 
whether he shared in this or not would be dependent upon his action 
in passing this through. If he passed it through in an equal amount 
to the increase he did not get any more margin. But if he passed it 
through more than the amount of the tank-wagon increase, it would 
have the effect of increasing his margin. 

Mr. Sprincer. Now, as a broad proposition, for this committee 
here, have you made any survey or do you know of any oil company 
which has made a survey, to show the relation in the rise of home 
fuel oil for consumption purposes, and the same rise with reference 
to gas and the same rise with reference to coal, as to whether the per- 
centage has been approximately the same in all three fuels? 

Mr. Wuerrts. I don’t think I have the figures here with me, but 
I don’t think it would take us long to put such figures together. 

Mr. Sprtncer. Would you insert them in the record? 

Mr. Wuerts. I would be glad to. 

Mr. Sprrncer. Do you have any opinions at this time as to whether 
or not you think that there has been a greater or a lesser rise per- 
centagewise in oil than there has been either in gas or in coal? 

Mr. Wuuerts. I don’t recall that. 

(The figures to be inserted are as follows :) 

Attached hereto you will find the following schedules which show not only 
the comparison between these fuels on a total use basis but also comparisons 
for specific uses. 

Appendix II. Comparison of consumption of coal, fuel oils, and natural gas for 


all uses in the United States. 
Appendix III. Fuels used by railroads and vessels in the United States. 
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Appendix IV. Industrial consumption of fuels in the United States. 
Appendix V. Total energy consumption for all residual uses and for commercial 
space heating in the United States. 


APPENDIX IT 


Comparison of consumptions of coal, fuel oils, and natural gas for all uses’ 


Millions of therms Percent of total 


Natural Total 


gas } 


Oil Coal oil Gas 


1937 

1938. b 5, 377 

1939 j 31, 16 4,16 160, 924 | 
1940 “ 34, ¢ , a4¢ 180, 833 | 
1941 . 3, 38, 10: , 0 198, 628 

1942 b , 516 ; 791 

1943 . i” i 21, if 242, 681 

1944 ‘ 5, , 703 22, 8! 250, 160 

1945 Lene 5, 54, 23, 686 243, 441 

1946 eet , 228 | 52, 2 4 7 612 

1947 . < 0, 27, 32% , O81 

1948 . L ; 31, 28 56, 066 | 
1949 

1950 

1951 

1952 


PSs 


© © 00 GO GO 0 GO OM GO 


eT 


Percent change: 
1952 against 1937-40, average 
1952 against 


! This is a summary of the 4 tables showing mineral-fuel consumption for residential uses and commer- 
cial space heating, for railroads, for vessels and for industrial purposes; and, in addition, the remaining 
fuel-oil uses for military and miscellaneous have been included. Duplications such as coal, coke, and bri- 
quets for residential use were omitted. 


APPENDIX III 


Part A—Fuels used by United States railroads 


Consumption (millions of therms) Percent of total 


Residual |Bituminous! All other Residual | Bituminous All other 
fuel oil coal fuels ! fuel oil coal fuels ! 


‘ —— 24, 759 
1938__. 3 i 20, 724 
1939_. “a 3, 85 22, 165 
1940 23, 868 
1941 . 5,2 27,038 | 
1942 ‘ y | 32, 016 
1943 7, bob 580 
1944 
1945 . 7 3: 

1946 », 2 29, 606 
1947 ke 20, 554 
1948 5, 26, 148 
1949 . 3, , 733 
1950 Z . 773 , 768 
1951 3 620 | 
1952 —  § 10, 601 





Percent Change: 
1952 against 1937-40 aver 
age 


1952 against 1947_-_ - 59, . 52.3 a os C owtiehd a 





has been adjusted to reflect its greater efficiency. In 1952 diesel fuel makes 
wr railroads and 91 percent for vessels. 


1 Diesel fuel oi] for railroads 
up 98 percent of “All other’ fi 


Source: Based on Interstate Commerce Commission reports. Percentages for the years 1946 through 
1951 appear in Report of Committee on Bunker C Fuel Oil, NPC, 1952. 
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Part B—Fuels used by vessels (ships’ bunker fuel, total United States) 


Consumption (millions of therms Percent of t 


Residual |Bituminou All other Residual |Bituminou 
fuel oil coal fuels ! fuel oil coal 


! Diesel fuel 


up YS percent of ** 


’ Source: Based on Interstat Yommer Commission ports. Percent 
1951 appear in Report of Committee on Bunker C Fuel Oil, NPC, 1952 


APPENDIX IV 


United States industrial consumption of fuels’ 


Millions of therms Percent of total 





Gas 


128 


60, 700 | 


70, 420 


~1 


“Ibo 


90, 826 
90, 590 


sts 
tool x 
~ im bo 


SPOR 


Percent change 
1952 against 1937-40 average 
against 1947 


1 This includes smelters, mines, and manufacturers, oil companies d ¢ lectric utiliti 
that there is e» cluded the fuels used by gas and electric utilities for the production of electricity and gas 
by them for rcsidential use and commercial space heatin 

See separate tables for railroads and vessels, not included herein. 


source: U.S. Bureau of Mines and American Gas Associatic 
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Mr. Sprincer. Now, have you made any survey in your company 
to determine whether or not the price of fuel oil has risen any more 
than the overall cost of living according to the price indexes as set 
up by the Department of Labor? 

Mr. Wuerrs. Taking this out of my recollection, and I would 
think when you say fuel oil you mean distillate fuel oil, I think the 
price of distillate fuel oil has risen percentagewise in the period we are 

alking about, since July of 1950, slightly more than the cost of 
livi ing “index. 

Mr. Sprinoer. Is that 1 percent or 2 percent or what? 

Mr. Wuterts. I haven’t got the figures but I would think it would 
be a little more, and I can give you the figures. 

Mr. Springer. Now, last evening, my wife and I computed since we 

came here in January 1951, which has been a little over 21% years 
ago, and the increase in the price of distillate oil fuel in the W ashington 
area, at least my fellow who deliveries it at my home, has been almost 
exactly the same as the rise in the cost of living. 

Now, that is just an observation which I passed on because we took 
the figures and it was very easy to compute our records and see what 
it has been. 

Now, I do not know whether your last raises are reflected in my 
figures or not, but we have not turned the furnace on since the first 
part of May. The point I think is important, and I have not passed 
any opinion thus far in this question, is whether or not it’s based on 
good business practices. This committee is chiefly concerned with 
whether or not your raises have been in line with good business prac- 
tices, and whether or not it has exceeded the cost of living generally. 

Now, if your prices are in line with the pattern of increases gen- 
erally otherwise, I do not see how anyone can find price increases 
unjustified, providing that you have used good business practices in 
doing it. But, of course, if you have chosen this point to take advan- 
tage of a situation wherein you might get an increase outside of that, 
I think this committee would be, or at least I would be, cw al of it. 

I would like to develop one thing further, which I do not know 
whether I am clear on or not, but I have watched oil companies, I 
think, the same as our chairman has and Mr. Heselton has. 

[t is not any secret, is it, that actually when oil companies make 

raises and lowerings in the price of gasoline, that all companies do 
likewise? Iam talking about the retail on-the-corner gasoline station. 
Would you answer that question first? That is not any secret among 
oil companies ¢ 

Mr. Wiuterrs. I don’t quite understand you. 

Mr. Sprincer. It is not any secret among you that you lower and 
raise your prices according to whichever company is strongest in that 
particular area ? 

Mr. Wierrs. No; it becomes known rapidly and it becomes known 
through the dealers and becomes known through our sales force, and 
it appears in trade publications, and so it becomes readily known. 

Mr. Sprincer. Is it not an actual fact that several days before the 
price increase goes into effect, you actually publish it in the newspaper, 
so that every single operator will know that a price increase is to be 
expected at the tank w agon on the day when you set forth that you 
are going to make the raise ? 
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Mr. Witterts. We generally release to the newspapers, sometimes in 
a broad area and sometimes through our local operation, in the after- 
noon of the day before we are going to make the price increase. 

Mr. Sprtncer. All right, now there are some peculiarities, it appears 
to me, in the oil industry that you will not have in other businesses. I 
am going to see if I am right on that. If you have a clothing store 
or a de :_partme nt store or a grocery store, you will sell many items, do 
you not, and you may expect to take losses on some with the idea of 
getting people in the store, and you may make an enormous profit on 
some other things. 

Mr. Witterts. I would assume so. 

Mr. Sprincer. The price of coats and suits may be up, and the price 
of summer clothes may be down. Now, as I understand it, in the oil 
business, that isn’t true, and you are selling a standard product which 
is practically the same on every single filling station in the United 
States. Am I right? 

Mr. Wuuerrs. Well, I would say this one thing, that there are 
brands of gasoline that are quite similar in quality; but I think if 
you would ask 10 oil companies, they would tell you theirs was the 
best. Some of them vary in certain specifications from others. But, 
in general, they approach each other. 

Mr. Sprincer. Actually, your octane content is practically the same 
in all of the major oil companies, is it not ? 

Mr. Wituerrs. No, sir. Some are higher than others. 

Mr. Sprincer. Well, on efliciency, one about equals the other; is 
that not about true? 

Mr. Wuterts. From an octane standpoint they sell higher ones or 
lower ones, but it varies quite a little and the range is quite correct. 

Mr. Sprincer. But your gasolines are pretty well standardized; 
are they not? 

Mr. Witterrs. Pretty much. The quality of one is pretty close to 
the quality of the other, and that is bound to be so because we watch 
what the other fellow does and they watch what we do. 

Mr. Sprincer. The cost of refining that product is approximately 
the same whether in Socony, or Phillips, or Sinclair, or any other 
company ; is it not? 

Mr. Writerts. I cannot testify to that. The cost of refining it in 
our company is one cost. Maybe someone can do it cheaper than we 

can, and perhaps some will do it at more cost. 

Mr. Sprincer. You are in a very competitive industry. 

Mr. Witxerts. Yes, sir. 

Mr. Sprincer. About as highly competitive as I know, and your 
profit is 9.2. Actually, the profit as testified here yesterday by Phil- 
lips was 8. 16. That is less than 1 percent of actual profits difference 
in two large companies, and you are operating a one-and-a-half-bil 
lion-dollar company. I do not know what the size of Phillips is. Yon 
cannot come much closer to that, can you—1 percent of profit? 

Mr. Witterts. But 1 percent of our profit we made according to 
your figure 8.2 percent over the last 10 years. One percent of 9 per- 
cent is over 10 percent, and that is a lot of money. 

Mr. Sprrncer. You mean over a period of 10 years? 


Mr. Wuuerts. Yes, sir. 
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Mr. Sprrncer. Perhaps he made more money than you did in some 
years. The point I am trying to make—and I want to be sure I 
understand it correctly—is that in the gasoline business you are in a 
pretty standardized kind of athing. That accounts for the uniform- 
ity of the actual going up and down at the gasoline station itself; is 
that not right? 

Mr. Wuterts. I think there is a great deal in what you say. 

Mr. Sprtncer. If you are selling on the corner of Capital and In- 
dependence Avenue for 27 cents and a man across the river is selling 
exactly the same product, he cannot sell it for 25 cents? 

Mr. Wuerts. He can sell for 25, but the fellow selling at 27 will 
soon be down to 25. 

Mr. Sprincer. That is right. So, as a matter of fact, is there con- 
sidered anything unethical in this immediate raising and lowering of 
a in a standard product where it is in a highly competitive 
yusiness ¢ 

Mr. Wuuerts. I do not think that there is anything unethical 
in it. 

Mr. Srrincer. That is the point I wanted to make. It is different, 
I think, if you actually got together and fixed the price; and then I 
think there is a law and a penalty for that. But actually, it going 
up and down, I think, is reflected probably only in the cost of the 
product. 

Mr. Wuerts. I think it is reflected in the cost. 

Mr. Springer. Now I have one or two other questions I would like 
to ask. 

Are you familiar with the recent survey that was made by the 
Chase National Bank of the earnings of the major oil companies? 

Mr. Wiuuerts. I am familiar that it has been issued, but I have 
not studied it. I got it just before I left. 

Mr. Sprincer. Do you know whether or not this last year the major 
oil companies’ earnings—and I am talking about the first quarter of 
1953—went up or down! 

Mr. Wuerts. It is my understanding that the earnings went down 
slightly. 

Mr. Sprincer. Do you know how much that was? 

Mr. Wuuerrs. I cannot say. 

Mr. Sprincer. Well, for your information, it was about 3 percent. 
I figured it out. 

Mr. Wuterts. I would say it was that. 

Mr. Sprincer. Multiplied by 4 quarters, if it continued the same, 
it would be a decrease of 12 percent. Now, I presume, however, that 
your first quarter is your slow one, and your second quarter is a me- 
dium, and your third quarter is the big one. 

Mr. Wierrs. Our first quarter is generally a big quarter. We 
have a very high consumption in the first quarter and in the last 
quarter. 

Mr. Sprrncer. In January and February and March? 

Mr. Wiietts. Yes; because we have the effect of our heating and 
fuel oils in that quarter. 
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Mr. Sprrncer. This was a light winter. 

Mr. WitteTTs. We do not have quite the effect that we have had 
in some because the weather was so much warmer. 

Mr. Sprincer. At the time that these increases were put into oper- 
ation did you take into consideration that there were decreases in 
earnings in the first quarter of 1953? 

Mr. Wietrs. No; we did not take them into consideration in our 
figures, because our earnings did not decrease. We had an increase 
in earnings in 1952 and our earnings in the first quarter were up just 
a bit, as I recall the figure, ever the first quarter of 1952. 

Mr. Springer. I have one other question, and then I will be fin- 
ished. Does Socony do any drilling operations? 

Mr. Wuerts. Yes, sir; we do. 

Mr. Srrtncer. How far ahead do you plan your drilling oper- 
ations ? 

Mr. Wittetrs. Well, the program is being laid out about this time 
in the operations of doing the drilling. They will put together their 
program for the year ahead and they will come in to our board of 
directors in the early fall of the year and discuss the problem with us. 
By the close of the year we know how much money we have available 
so that they can absolutely set their program for the year ahead. 
They also know that they have a number of fields, we will say, under 
development, and that we have a reserve number of locations to be 
drilled. They will not all be in the program for that 1 year and 
they may be 4 or 5 or 6 or 7 years ahead on the development wells 
to be drilled. 

Mr. ‘Springer. Now, will you plan to set aside any money in the 
year 1953 for the year 1956 or 1957? 

Mr. Wuetts. I do not think that we will set any money that far 
ahead because our cash position is such that we will not have it to set 
ahead. Weare going to spend the largest amount of money this year 
that, as I recall, we have ever contemplated spending. The rate of 
expenditure is very high, and a very high percentage of it is going 
into both production and the betterment of our refining facilities. 

Mr. Sprincer. I believe that is all, Mr. Chairman. 

Mr. Witerrs. May I say one thing, Mr. Springer, if you do not 
object? You asked me about the increase in the cost of living as 
related to petroleum products. While I do not have the figures here, I 
would like to send you that because I think that you will find that 
petroleum products have not increased as much as the cost of living. 

Mr. Sprtncer. Would you send me a copy? Also, send a copy to 
the clerk for insertion in the record. 

Mr. Wituerrs. Yes, I will do that. I believe it will show that. I 
will see that it is figured out and sent in to you for the record. 
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(The information referred to follows :) 


Attached hereto as appendix VI you will find a comparison between petroleum 
product prices along the eastern seaboard and the cost of living. It is interest- 
ing to note that since 1935-39, the cost-of-living index increased 91.4 percent 
while the composite consumer price of principal petroleum products rose only 
72.3 percent. Appendix VI also shows separate figures for gasoline and No, 2 
fuel oil. Gasoline increased 61.6 percent and No. 2 fuel oil rose 99.4 percent. 
In contrast, the food group in the cost-of-living index rose 129.8 percent and the 
apparel group increased 100.2 percent. 

You may also be interested in two additional tables which are attached. The 
first, appendix VII, contains a comparison between eastern seaboard wholesale 
prices of No. 6 fuel oil and bituminous coal for the years 1935 through July 16, 
1953. The prices are related on a B. t. u. basis. Since 1949, it should be 
noted, the price of No. 6 fuel oil has at all times been relatively lower than the 
price of bituminous coal. As of July 16, 1953, after the most recent price in- 
crease, the price of residual fuel was, relatively speaking, 10 percent lower than 
bituminous coal. The second table, appendix VIII, contains a comparison be- 
tween eastern seaboard retail prices of home-heating oil (No. 2 heating oil) and 
anthracite coal. This comparison is also made on a B. t. u. basis. Since 1950 
home-heating oil has been slightly cheaper than anthracite coal and in July of 
1953, after the most recent price increase, was 1 percent cheaper than anthra- 
cite coal, relatively speaking. 


APPENDIx VI 


Petroleum products prices and the cost of living, eastern United States 


{Petroleum prices in cents per gallon] 


j 
} Consumer price index, 1935-39= 100 | Composite | Price, cents per gallon 
| consumer Pee 
price, | | 
principal Gasoline, | No. 2 fuel 
Allitems | Food Apparel petroleum | retail serv-| oil, tank 


products ! | ice station | wagon 


meme —heveeroempeennil 4 
| 

1935-39 average 100.0 | 100. 0 100. 0 10. 39 | 218.03 | 6. 59 

July 1, 1953 3 191. 4 229. 8 200. 2 17. 90 | 429,14 | 13. 14 


Percent increase - - - 19.4 129.8 100. 2 72.3 61.6 
| 


99. 4 


| | 

1 Average of gasoline, burning oils, heating oils and heavy fuel prices in proportion to the 1947 domestic 
demand in eastern United States for gasoline, kerosene, distillates, and heavy fuel oils. Froportions were 
not changed yearly because Consumer Price Index is based on fixed quantities. Gasoline prices are averages 
from data published by the American Petroleum Institute for regular gasoline. The prices of fuels for home 
heating at retail are average tank wagon prices to consumers. For heating oils, beginning 1937, based on 
statistics collected by the U. 8. Bureau of Labor Statistics. For 1935 and 1936, prices are from Fue! Oil 
Journal (6-38), as Unavailable from Government reports. For burning oils, beginning 1939, based on statis- 
tics collected by U. 8. Bureau of Labor Statistics. For 1935-38, based on eastern United States posted 
prices. Prices for heavy fuels are average prices to large industria] consumers in major cities. Prices are 
from Platt’s Oilgram and Handbook. 

2 Includes gasoline taxes of 5.16 cents per gallon. 

3 Includes changes through July 10, 1953, for burning and heating oils. The Consumer Price Indexes are 
for June 1953, on a 1935-39 base. 

4 Includes gasoline taxes of 7.21 cents per gallon, 
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ApPENDIx VII 
Eastern Seaboard wholesale prices of No. 6 fuel oil and bituminous coal (run 


of the mine) 


- t prices 
No. 6 fuel oi] | Bituminous Ratio of price 








Year (per gal- coal (per m a! oS : , 
lon) ! ton mn an 1 , 
Cents 
1935 2. 4 $5. 27 0. 84 
1986 2. 58 5. 29 R5 
1937 3.03 5.38 99 
1988 2. 47 5. 34 81 
1939 2. 48 5.34 81 
1935-39 average 2. 62 5, 32 86 
1940 E 3. O8 5, 35 1.01 
1941 11 5.5 9s 
1942 43. 67 5. 84 1.10 
1944 e 43.77 6.13 1.08 
1944 43.89 6.45 1. 06 
1945 43.96 6. 62 1. 05 
1946 4.22 7. 26 1. 02 
1947 5. 33 3 1.12 
1948 7 9. 55 1.31 
1949 4. 62 10.08 } gD 
195) 5.01 9. 90 RY 
1951 5. 60 10. 16 96 
1952 5. 56 10. 31 Oy 
1953 (July 16 5. 46 5 10. 66 90 


! Yearly average of refinery-terminal prices of No. 6 fuel oil (not barge) as reported in Platt’s Oil Price 
Handbook for the 3 cities: Boston, New York Harbor, and Philadelphia 

2? Average prices for run-of-mine bituminous coal per net ton in 3 eastern seaboard cities-—— Boston, New 
York, and Baltimore—as reported to U. 8. Bureau of Labor Statistics. The prices for New York are 
monthly averages of the weekly prices reported for 3 specifications by 2 large coal distributors. 2 of the 
series are for Pennsylvania low-volatile coal and 1 is for Pennsylvania high-volatile coal. The Baltimore 
prices and the Boston prices are the averages of the weekly prices reported for cach month by | large coal 
distributor in each of these cities. Where changes have been made in reporting method, the series has been 
adjusted slightly to make the series uniform. 

3 The conversion factors used were 26,200,000 B. t. u.’s per ton for coal and 149,700 B. t. u.’s per gallon for 
No, 6 fuel oil. In industrial plants, residual efficiency is often considered 7 percent better than bituminous 
coal, and in such cases residual would support a somewhat higher price ratio than one based solely on B. t. u 
content. 

‘ For the purpose of this comparison no deductions have been made for revenues collected and paid into 
Defense Supplies Corporation. 

5 Estimated. 


36179—54——-17 
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APPENDIx VIII 


Retail price trends of home heating oil versus coal, east coast 


Ratio of prices 

No. 2 fuel oil Anthracite | per effective 
(per gallon)! coal (per ton)?! B. t. u., fuel 
oil to coal 3 


1935 

1936 

1937 

1938 

1939 

1935-39 average 

1949 

1941 

1942 

1943 

1944 

1945 

1946 

1947 

1948 5 

1940 20.13 
1950 11. 7% 21. 07 
1951 5 23. 16 
1952 . 23. 06 
1953 (July 3 ‘ 23 30 


! Prices for 1937 through 1953 are U. S. Bureau of Labor Statistics city prices weighted according to con- 
sumption. July 1953 is an extension of the BLS series reflecting all price changes through July 10. For 
1935 and 1936 prices were taken fra ym Fuel Oil Journal, being unavailable in Government reports 

2 This is the BLS weighted average retail price for anthracite coal. It is considered comparable to the 
east coast fuel-oil price because m st of the anthracite consumption is on the east coast. The latest available 
retail price was $24.69 in December 1952; therefore July 1953 was necessarily estimated from the wholesale 
price trend. 

lhe conversion factors used were 25,400,000 B. t. u.’s per ton for anthracite coal and 138,700 B. t. u.’s per 
gallon for No, 2 fuel oil lhe efficiencies are considered to be 65 percent for anthracite and 68 percent for No. 
2 fuel oil and the actual B. t. u.’s were adjusted by these efficiencies to get effective B. t. u.’s. 
4 Estimated 


Mr. Sprincer. That is all, Mr. Chairman. 

The Carman. I would like to give an opportunity to some of 
the members who have not had an opportunity as yet. I have a con- 
siderable amount of questioning to do as a result of a study that 
has been made, but I relinquished it this morning in order that all 
members of the committee might have an opportunity to ask 
questions. 

Now, Mr. Heselton, if you do not mind, I will give a chance first to 
those who were here this morning and have not had a chance to 
question the witness as yet. 

If there are no questions, we will proceed. 

Mr. Heseiron. There were a few questions that I forgot to ask, 
Mr. Chairman. Mr. Springer has brought it out generally and I 
would like to have the record show some further facts. 

Do you have the exact figures for your earnings in the first quarter 
of 1953? 

Mr. Wuetrs. No, I did not bring them with me. 

Mr. Hesevron. All right. 

Mr. Witerrs. We do not have the earnings specifically. We do 
not have it in dollars, but they are pretty close. 

Last year we had accumulated into our figures an amount of money 
for taxes that we later on in the year found out we should not have 
accumulated, which was corrected. If you take that into considera- 
tion, our first-quarter earnings were approximately even with last 
year. 

Mr. Hesevron. Do you have figures available? 
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Mr. Wuxerrs. We have estimated figures available; Mr. Jenkins 
announced them at the stockholders’ meeting. The earnings were a 
little over $40 million, as I recall. 

Mr. Hesevron. That he had available for the first half of the 
year ¢ 

Mr. Wuterrs. They are not available. 

Mr. Hesevrron. Would you submit whatever estimate you have on 
the first quarter for the record ¢ 

Mr. Wiuerrs. I will be glad to do that. 

(The information follows :) 

Mr. B. Brewster Jennings, president of Socony-Vacuum, reported at the an- 
nual meeting of shareholders held on April 30, 1952, that the first quarter of 
1953 net earnings of the company were an estimated $44 million. Comparable 
earnings for the first 3 months of 1952 were $41 million. It was explained, 
however, that in arriving at the $41 million figure a year ago, the company 
had deducted $3 million for accrual of excess-profits taxes, which it was found 
later did not have to be paid. Taking this excess-profits-tax factor into account, 
therefore, earnings for the first quarter of 1953 were just about the same 
as for the comparable period of 1952. 

Mr. Hesevron. Now, in view of the testimony that we have had thus 
far, this may be modified somewhat by the testimony that has not 
been given thus far, but I want to make a suggestion. I think the argu- 
ments and reasons that have been advanced thus far in an effort 
to justify these increases in the price of gasoline and fuel oil have 
been completely unconvincing. 

In the face of the highest ‘production record, very good working 
inventories, recordbreaking earnings, very high drilling, and dis- 
coveries, aparently the industry is determined to force the cost of 
these products up between five and seven hundred million dollars 
annually. 

The protests that have come in that they do not like to do that have 
a very hollow ring to me. While they give lipservice to this admin- 
istration’s efforts to stop the decrease in purchasing power of the 
dollar and balance the budget and even deficits and eventually reduce 
taxes, they still insist that these increases are justified. 

They admit such results on the part of the administration would 
directly benefit their companies and their stockholders, but.in my 
opinion they stubbornly resist in making their raises stick: Tf they 
keep this attitude up (and I want to say this after having considered 
it very carefully), they may well bring upon themselves a Federal 
commission to regulate them, but more important. to protect the 
American consumers and the national security. 

You, Mr. Chairman, have pointed out that this may have a very 
adverse effect on the administration’s program overseas, and obviously 
it will have a very savage effect on the tremendous bill that the tax- 
payers of this country are paying to try to maintain adequate national 
defense. 

I have introduced a bill which will do that, and I certainly should 
urge the enactment unless there is a change of attitude very soon. 

That is all. 

Mr. Sprineer. Could I ask one more question, just in view of Mr. 
Heselton’s statement? 

The Cuarrman, All right. 

Mr. Sprincer. Mr, Willetts, I notice in this also, this article from: 
the New York Times of July 6, that Representative John: Heselton, 
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of Massachusetts, committee member, presented legislation for Fed- 
eral control of all phases of the oil and natural gas industry from pro- 
duction to sales. Mr. Heselton’s bill would create a 11-man Commis- 
sion to be appointed by the President. The Commission would have 
power to impose any regulations it deemed necessary for the pro- 
tection of the national security and economy. 

Do you believe that such a bill, if enacted, would be beneficial to 
the consumers and to the industry generally ? 

Mr. Wuterts. I have not read the bill, but I will say very frankly, 
Mr. Springer, that I do not think so. I do not think that we should 
increase the already high cost of Government, and I do not think that 
the petroleum industry can live half free and half controlled or mid- 
way between freedom of action and full control. I think that the best 
results will be produced by this industry through freedom of action. 
I think that the industry has produced good results over a period of 
time in taking care of current needs and preparing for the future 
needs of customers in a place, at a time, and in the quality of product 
that they want. So my answer is “No.” 

Mr. Sprrncer. Would you name the date at which Federal OPS con- 
trols went off your industry ¢ 

Mr. Witterrs. It was some time in February, but I do not recall 
exactly. 

Mr. Sprincer. Of 1953? 

Mr. Witterrs. Of this year. 

Mr. Sprincer. If there had been no controls, would some of these 
increases that have been made in the last 6 months have been put into 
effect during the last 5- or 6-year periods that you have had controls 
on? 

Mr. Witetrs. We have not made a price increase on the finished 
sroduct since July of 1950, and included since 1947. I believe that 
fad there been no controls, that these increases would have taken 
place in smaller increments under the same conditions. 

Mr. Sprincer. I want to be sure I get the contention the oil industry 
has made, as set out by you, and that is that these increases were nor- 
mal increases that should have been put into effect over a long period 
of time. 

Mr. Wuterrs. That is my feeling. 

Mr. Sprineer. When controls were on, there was no opportunity 
to do that. ; 

Mr. Wiutetts. That is correct. 

Mr. Sprincer. That is your position, and that is correct. 

Mr. Wuetts. That is the way we feel, as a company. 

Mr. Sprincer. Let me ask you this one further question. Do you 
believe that a bill such as Mr. Heselton has mentioned here would be 
beneficial in protecting the public over a long period of time? 

Mr. Wiuetts. No, sir, I think the public will be protected over a 
long period of time. I think a great deal of the things that we are 
doing today are getting ready for the protection of the public over a 
long period of time in supplying the public with its needs. I think 
on the basis of the record of the oil industry that it speaks for itself, 
and a continuation of it in my judgment would protect the public. 

Mr. Springer. Do you believe that the industry is sufficiently com- 
petitive and the market is sufficiently competitive as between com- 
panies to protect the public? 
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Mr. Wiuerts. Yes, sir. 

Mr. Sprincer. That is all, Mr. Chairman. 

The CHairman. Mr. Willetts, let us go back for a moment to the 
Middle East situation. What, if any, effect in your opinion will the 
so-called foreign voluntary agreement have with respect to importa- 
tion of oil into this country ? 

Mr. Wiiterts. That voluntary agreement I know very little about, 
and therefore I should not talk about it. It is my understanding that 
it is an advisory group to help out on the shortage of aviation gaso- 
line. I believe there are some legal questions in connection with its 
other action, at least as far as my company is concerned, and they 
are unresolved in the minds of our attorneys. I do not think I am 
really in a position to speak very well on it. 

The CHamrMaNn. Do you know of any agreement or understanding 
between the companies that would fix the amount of oil that would be 
exported to any particular countries and by what companies? 

Mr. Wuterts. No, I do not, sir. 

The Cuarrman. Would it be possible under the voluntary agree- 
ment to enter into arrangements of that kind? 

Mr. Wietts. That is a question I think has not been resolved, and 
T cannot answer your question, sir. 

The Cuarrman. As I understood it this morning, you were not 
able to express an opinion as to whether there would be an increase 
of imports into this country from the Near East, but thought that 
it might if the price differential continued. 

Mr. Wuerts. No; I think my expression was, or at least intended, 
to convey that there were certain elements present that could lead 
to imports, but whether or not they will, I am not in a position to 
say. I do not know the Near East situation. It is not a part of my 
portfolio and my company, and I hear of it only generally. 

As I mentioned, then, there are a great many questions in connection 
with it that have not been settled in our own minds. I do not think 
I am in a position to say to you on the Near East. what effect it would 
have, if any. 

The Cuamman. What holdings does your company have in foreign 
fields? 

Mr. Witerts. Well, in the Near East. 

The Cuarrman. That is one of them. You have some in the East 
Indies, too. 

Mr. Witerrs. I was just going to start and try to remember them 
and travel around. Inthe Near East we are a part owner, 10 percent, 

of the Arabian-American Oil Co. We are a part owner in the Irak 
Petroleum Co. We are a part owner of the Standard Vacuum Co. 
We are a part owner of Colpete, a producing company in Columbia. 
We own our own company, and it is a wholly owned subsidiary, 
operating in Venezuela. I do not recall any others right at this 
precise second. 

The CuarrMan. Do you import into this country ¢ 

Mr. Witterts. Yes, sir; we do. 

The Cuarrman. Is there any inability of your company to procure 
all of the oil it needs to meet its particular demands? 

Mr. Wuerts. No; we are procuring the oil we need now to meet 
our demands. 
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The Cuarrmman, Is there any look into the future that would in- 
dicate—and I speak of the immediate future—that your present hold- 
ings would not be sufficient to supply all of the oil that you need? 

Mr. Wi1erts. It depends upon how long you look into the future. 

The CHarrMan. Well, I will let you determine the time that you 

1 look into it and speak with any degree of certainty. 

Mr. Wittetrts. We feel that with our reserve situation as it is, and 
the increase in the rate of construction, we need more oil reserves in 
order to meet the future demands of our own customers. We think 
that that is true of the industry. 

The Cuatrrman. You took exception to my use of the word “imme- 
diate.” What do you mean by “future demands” ¢ 

Mr. Wuterts. I am thinking in terms of 1960 and 1970, where very 
able people are predicting extremely sizable increases in the consump- 
tion of petroleum and petroleum products in the United States and 
in the world. I am thinking in terms of statements and predictions 
that I have seen that say in 1960, instead of in the vicinity of 734 
million barrels consumption of crude and products in this country, 
that it may go to 10 million barrels, and in 1970 or 1975 to 14 million 
barrels, which is almost double the current rate. 

In order to provide for that extremely sizable expansion, we need 
to do a lot of planning and a lot of discovering at this time because it 
takes an awful long time in order to find oil, to discover it, to develop 
the fields, and to get the oil to the place where it can be broken up in 
the refineries into finished products. 

The Cuamman. Has the increased price that your company has 
charged for its products and its crude been for the reason that you 
have just expressed ¢ 

Mr. Witterts. In the long run, part of it certainly will be for that 
effect ; yes. 

The Cramman. In other words, you could not carry on the ex- 
pansion unless you had increased prices at this time? 

Mr. Wittetts. We could not. We found that at the end of last year 
we were short of cash to go ahead and carry on our expansion and had 
to sell 10 percent more stock. We find that we are going to have the 
largest expenditures this year we have ever had in our company his- 
tory, a great deal of which is going into production ; a very high per- 

centage, I believe, over 60 percent. Another high percentage is going 
into refining in order to give us better facilities to make better prod- 
ucts. In the instance of the Ferndale Refinery in the State of Wash- 
ington, it will be an outright expansion. 

The Cuamman. How much do you figure will be the increase of 
revenue that will come to your company as a result of the increase of 
June 9 and the later one? 

Mr. Wuuerts. I believe I answered in connection with that ques- 
tion this morning. 

The Cuamman. I may have been out of the room. 

Mr. Wiuerts. I have it figured somewhere here, I believe. We 
estimate that the increased realization following the crude advance 
will be about $40 million. 

The Cuarrmman. Is that $40 million ? 

Mr. Wuuerts. Yes, for the company. We estimate that the in- 
creased annual realization on the June 9 move, or June 10, in the east- 
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ern area on gasoline alone, will amount to somewhere in the vicinity 
of $9 million; so that is $49 million. 

Now, out of that we buy 47 percent of our crude, and we pay the 
increased cost to the person from whom we buy. We buy about 17 
percent of our finished products, and we will have to pay increased 
prices for those products. As I mentioned this morning, we have 
one large purchase contract for distillate oils with an independent 
gulf coast refinery. Written in the contract there is a price at which 
we have been buying it. Also written in the contract is a clause 
which says that the price shall advance one-eighth of a cent a gallon 
for each 5 cent increase in the barrel of crude. 

When we get all through with these increases that we have taken 
in, we have got to pay off these extra costs and we have got to pay 
Federal and State income taxes on the increase in money. So the fig- 
ure that we will get back to the company, net, is considerably less than 
the amounts that I have mentioned. 

It would seem to me—and this is assuming all of these increases 
will remain in effect, and it is obvious now that they are not going 
to because already on the east coast the price of distillants has 
been reduced three-tenths by a competitor—that we will undoubtedly 
have to meet it. We are studying this situation now. 

Thinking in terms of that reduction, if we put it into effect in 
like amount, and I do not know just what we are going to do yet; 
we will know tomorrow, that would decrease our realization about 
$414 million on the annual sales that we make of distillant fuel oils. 

The CuarrmMan. Are those figures that you gave me on an annual 
basis ? 

Mr. Witterts. All annual, sir. 

The Cuamman. What is your total revenue at the present time? 

Mr. Witierrs. Our total revenue, I think last year, was something 
over one billion and a half million dollars. That is my recollection. 

The Cuairman. What was your net earnings? 

Mr. Wittertrs. Our net earnings were $171 million. 

The Cuamrman. Now, do you ‘feel that in the domestic crude price 
rise that there is a consideration that this might decrease the pressure 
on legislation restricting imports ? 

Mr. Wuxerts. I do not feel anything of the sort; no, sir. 

The Cuarmman. I have before me a statement that was made by 
Mr. Russell B. Brown of the Independent Petroleum Association 
of America and it states he said he was encouraged by the Phillips 
Petroleum Co.’s 25-cent crude-oil advance, saying it would lessen 
the pressure for legislative action on imports. Without re: ading his 
full statement, it contains these words: 

Undoubtedly, it will lessen the pressure for immediate legislative action on 
the imports problem. 

To whom does he refer as to lessening of pressure ? 

Mr. Wuerrs. That is a question, sir, I cannot answer. I do not 
believe it is going to lessen the pressure. 

The Cuatrman. You do not see any possibility of that? 

Mr. Wuerts. I do not believe it is going to; no. 

Mr. Priest. Where has most of the pressure for limitation of im- 


ports come from up to this point! It seems to me it is on the part of 
the coal industry 
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The Cuarrman. I will let these gentlemen who represent the oil 
industry speak for themselves. 

Did your company oppose the limitation on importations ? 

Mr. Wuterrs. No; we did not. 

The Carman. I beg your pardon ? 

Mr. Witterts. We did ‘not oppose it. We did speak in behalf of 
no imposition of limitations on imports. That isin Mr. Jenkins’ state- 
ment that you read from this morning. 

The Cuamman. That is true of all of the major oil companies, is 
it not! 

Mr. Wuerts. All is quite inclusive. I know there were several 
of them, sir. 

The Cuarrman. Enough to indicate that that was the industry’s 
opinion ¢ 

Mr. Witerts. Certainly it was the opinion of those companies. All 
of the major companies do not import. 

The Cuatrman. Well, I realize on these questions of price that 
when one company raises its price others do likewise, and I just took 
from that that maybe even though there were 4 or 5 only that testi- 
fied, that that. would be sufficient to indicate the industry’s viewpoint. 

Mr. Witterrs. I think we are taking in our situation the long: 
range viewpoint of the Nation. We are thinking in terms of these 
tremendous predicted increases in need for crude oil. We are con- 
sidering the relative reserves today to consumption, while they are 
high, the consumption and reserves expressed in terms of ratio are 
probably lower now than they were before World War II. 

The Cuarrman. Has there been any rehabilitation or expansion of 
the East Indian fields since the war? 

Mr. Wuerts. The East Indian fields I am not thoroughly familiar 
with, but I believe there has been some expansion. I believe Standard 
Vacuum is doing some expansion in the fields in that area. 

The Cuarrman. With your plant in Sumatra, or your refinery there, 
have you improved that’ Is that in working order at the present 
time / 

Mr. Witterts. The plant in Sumatra is owned by the Standard 
Vacuum Oil Co. in which we have an interest. It was damaged at the 
time of the war, but it has been put back on stream and it is operating. 
It is my recollection that they are making improvements in the re- 
finery or are about to start making improvements right now. 

The Cuamrman. What is the market for that oil and gas? 

Mr. Wittetts. Well, local consumption, some of it I believe goes 
into the Philippines; I do not know. I cannot give you the whole 
area, but it remains generally over in that area 

The Cuairman. Has there been any price increase there ? 

Mr. Witerrs. I cannot answer your question, sir. 

The Cuatrman. I do not suppose you could say whether there 
would be likely to be an increase ? 

Mr. Writers. No, sir; I could not. 

The Cuarrman. Would that come under you, as the marketing man? 

Mr. Witterts. No, sir; it would not. I am connected only with the 
domestic operation of the company, and that is a Standard Vacuum 
proposition. 

e CuHarrmMan. Are you on the board of directors? 

Mr. Wuerrs. Yes, sir, I am. 
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The CuarrmMan. Will it come to your attention in that way? 

Mr. Wuterts. No, sir. The Standard Vacuum Oil Co. is a separate 
segregated company in which our company has a stock ownership, 
and it has its own bos ard and makes it own decisions. 

The Cuarrman. And the directors of the parent company, then, do 
not consider anything pertaining to subsidiary companies ? 

Mr. Witierrs. We certainly do not sit down and figure out what the 
price is, 

The Cuarrman. Or do not even discuss what the policy might be? 

Mr. Wiutertrs. They give us a report as any company would on an 
annual basis of what their activity has been. 

The Cuatmrman. How much is your interest / 

Mr. Wiuterrs. Fifty percent. 

The Cuainman. A half interest? 

Mr. Witterts. Yes, sir. 

The CHarrman. And yet you cannot say from sitting on the board 
of directors of the Socony-Vacuum what the policy of the Standard 
Vacuum Oil Co. is? 

Mr. Wuzerrs. You mentioned the policy. 

The Cuairman. With reference to what I have asked you. 

Mr. Witterts. I do not know that; no, sir. 

The CHairnman. You have never heard it discussed ? 

Mr. Wiuuerrs. I have not heard prices discussed by the Standard 
Vacuum Oil Co. 

The Cuarrman. I wonder who would know in the parent company 
what goes on in any subsidiary, if the board of directors does not 
know. 

Mr. Wuerrs. I think that the Standard Vacuum board would 
know about it, or some member of it. 

The CHatrman. And the 50-percent interest would not be suffi- 
ciently large enough to interest the board of directors of the parent 
company / 

Mr. Witterrs. The company seems to be operating well, and appar- 
ently our board is satisfied that it is operating well. It cannot sit in 
control of all of the actions of that board, and it does not. 

The CHarrman. When you hold 50 percent, you can come pretty 
near dictating what policy is, according to the testimony introduced 
before this committee and legislation that has been previously passed. 
It was indicated a much less amount than that was all that was neces- 
sary in most instances to control policy of a company. 

Whether or not you do control the policy, I am at a loss to under- 
stand how any member of the board of directors of the parent com- 
pany, owning 50 percent of another oil company, does not know what 
is taking place in the other company with respect to the future of that 
company, as to price or other policies that would be appropriate for 
us to know in a matter of this kind. 

Mr. Wuerrs. As I have said to you, sir, my portfolio is domestic 
marketing and I cannot testify to something happening in the Far 
Kast. 

The Cuarmman. Now, I want to speak for just a moment or two to 
you about the question of depletion. Were you present yesterd: ny 
when I examined Mr. Keller with respect to that ¢ 

Mr. Witerrts. Yes, sir. 
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The Carman. What has been your chargeoff for tax purposes in 
the recent years under the depletion allowance # 

Mr. Witterrts. I cannot answer. 

The Cuareman. How much has it amounted to? 

Mr. Wuterts. I cannot answer your question ; I do not have it with 
me. 

The Cuatrman. Could you give it for 1950? 

Mr. Wuerts. No, sir. 

The Cuatrman. For 1951? 

Mr. Wiixerrs. On any year; I do not have it. 

The Cuareman. Or 1952? 

Mr. Witterts. I can get it and supply it to you, but I haven’t got 
it with me. I will be glad to do that. 

The CHarrman. You do not have any copy of your annual report 
with you? 

Mr. Witterrs. It does not show in the annual report. 

The Cuarrman. I have an annual report here for Socony-Vacuum. 
There is a statement here of depletion, abandonments, and amortiza- 
tion of intangible development costs, and leases, in 1951, of $49,523,- 
257; and in 1952 of $63,395,041. Do you have anything that you could 
tell me whether I am right in this as I read from your annual report? 

Mr. Wuterrs. I do not believe, sir, that that is percentage depletion. 

The Cuatrman. What is that? 

Mr. Witerrs. I do not believe that that is percentage depletion. 

The Cuamman. Then I have another one here, depletion of plant 
retirements and other amortization, $49,514,448 in 1951; and $56,765,- 
554 in 1952. Would that cover it? 

Mr. Wuuerrs. No, sir; I do not believe that in any item in that 
statement the item of percentage depletion is indicated. That is a 
computation used for figuring income taxes. 

The Cuarrman. What do you mean, that which I have just read? 

Mr. Witerts. No, sir; the percentage of depletion amount. 

Mr. Cuarrman. And the stockholders of your company are not ad- 
vised as to that, then ? 

Mr. Wiutetts. They are not advised in this statement to my knowl- 
edge, sir. 

The Cuarrman. I have here a statement in a prospectus that was 
issued June 2, 1953, that the intangible development costs of producing 
wells which are deducted in full in computing the annual provisions 
for Federal taxes on income are capitalized and amortized on a per 
barrel unit basis for book purposes. The amounts deducted for tax 
purposes in 1950, 1951, and 1952 exceeded the amounts amortized and 
written off for book purposes by approximately $23 million, $27 mil- 
lion, and $32 million, respectively. Intangible drilling expense for 
dry holes is charged to current income at the time such holes are 
determined to be dry. 

Does that information help you any to give me the information that 
I want? 

Mr. Witietts. No, sir, because that information, it is my under- 
standing, has nothing to do with the percentage depletion. 

The Cuamman. Then there would be no source from which this 
committee could obtain that information except by examination of in- 
come returns ? 
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Mr. Wuterts. No, sir. We would be giad to send you the amount 
that we have used in computing that. 

The CHairman. We certainly would like to know it for the last 10 
years. 

Mr. Wiuierrs. We will see what we can do to supply it to you. 

The Cmarrman. Thank you. 

Now, then, I suppose you would not be able to give me the amount 
that has been charged off in your income tax on the basis of the 
ro incident to drilling ¢ 

Mr. Wiutetts. I cannot give you the exact amount. I can furnish 
it to you, but I cannot give it to you offhand. 

The Cuarrman. We would like to have that, if we can have it, for 
the same period. 

Mr. Wuerts. We can give it to you. 

The CHarrman. Now, when you speak of this as depletion, and this 
chargeoff in your income account for your expenses incurred, that 

results in a very tidy sum; does it not? 

Mr. Witxerts. Yes, but in a business our size it would be a tidy 
sum with the investments we have. 

The CHairMan. Is that money usable for any purpose after it is 
charged off 

Mr. Wiuterts. Yes, it is part of the money we use to buy back the 
assets we deplete or depreciate. 

The Cuarrman. How much of it goes into exploration ? 

Mr. Witterrs. In our latter years we have been spending something 
over 80 percent of the money that we are spending in the company in 
the sealeatiom of our business. 

The Cuatrrman. And whatever that produces in the way of wells 
and resources adds to the equity of the shareholder, does it? 

Mr. WiuteTrs. Yes. It is money that we have in the business. We 
take it out and reinvest it. We take it out one year and we con- 
tinually put it back in, plus more. 

The Cuatrman. With that incentive, is it necessary in addition to 
that to have a 25-cent a barrel increase or any other increase ? 

Mr. Witiets. We think that long-range, based on the predictions 
of authorities we think competent, that there is a need for some further 
incentive to go ahead and find the oil and to drill it up so that we 
will be able to take care of the needs of our customers in the estimated 
very sizeable increases in future years. 

The Cuarman. Do you think it would be reasonable to expect that 
the entire amount that would be receivable as a result of this deple- 
tion allowance, that there being a requirement that it be used in the 
discovery of new wells? 

Mr. Wiuterts. I do not think in our instance it would make too much 
difference because we are putting such a great percentage of our 
money in crude production, in crude explor ation now, that I do not 
think it would make too much difference. But whether or not that 
would make some difference to a lot of other smaller people in this 
industry, I do not think I am in a position to say without having 
studied it. It comes rather rapidly, and I would like to answer that 
after study. 

The Cuareman. I will be glad to have you add anything to your 
answer that you may wish to add. 
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The Secretary of the Treasury, Secretary Snyder, on February 5 
1951, had this to say: 


Fully as important as improved enforcement is the need for improving the 
tax structure in those areas which enable favored taxpayers to escape their 
fair share of the burden. One of the major structural defects is percentage 
depletion available to oil and mineral producers. This is costing the Govern- 
ment, and therefore the taxpayers in general, hundreds of millions of dollars 
each year. 


, 


Then, skipping a ways, he goes on to say: 

In addition to the highly favorable depletion allowances, oil producers can 
immediately deduct for tax purposes a substantial part of their outlays for 
drilling and development. The amounts of capital investment thus written 
off at the outset have no effect on the future percentage-depletion deductions. 
This results in a double deduction with respect to the same capital investment. 
Combined impact percentage depletion and the privilege of deducting drilling 
and development costs as a current expense is to wipe out the tax liability on 
income running into millions of dollars, 

Is that a true statement? 

Mr. Witetts. I do not know whether it is a true statement. I 
am not an expert on tax depletion. I think we have got to think in 
terms of tax depletion as one thing that has helped this industry to 
do the job that has been done. It was set up for a purpose of giving 
incentive to people to go explore and find oil, and I think the record 
of the industry is such that it has been proved, and the case has been 
proved for it. 

The Cuatrman. I am not entering into a discussion of the merits or 
demerits of it; I am merely pointing out the important part, that it 
does have, from the standpoint of assistance to the companies in carry- 
ing out the programs that you visualize as so necessary for the future. 

Now, that it does have that effect, I will read what General Thomp- 
son of the Texas Railroad Commission had to say on March 6, 1951, in 
testifying before the Ways and Means Committee. He said: 

With the uncertainties of the future to be faced, we must find an additional 
reserve cushion of oil for our defense. Our safety margin is too short. The 
question of depletion allowance here under consideration is the keystone upon 
which this added production can be built. It is a proven incentive. 

Then Mr. Russell Brown, on March 6, 1951, in giving his testimony, 
had this to say—this is Mr. Brown of the Independent Petroleum 
Association. 

So with the percentage depletion law, it has become so well-established and 
it has proven so valuable as an incentive to the search for oil that I should 
not be surprised some day to hear that the Russians have claimed they in- 


vented it. In fact, if they were to invent an incentive as effective as depletion, 
I think we had better worry a lot more about their warmaking capacity. 


That is a pretty high opinion of depletion. 
And then Mr. Swensrud, in behalf, of the American Petroleum In- 
stitute, in speaking of depletion, on March 6, 1951, had this to say: 


To find and develop new fields capable of maintaining the productive ca- 
pacity therefore requires a vast and unremitting expenditure of capital and 
effort. This is why the depletion allowance is so important in maintaining 
and expanding our natural oil production. 


Then again he said: 


Neither, I believe, would anyone familiar with the history and processes of 
the oil industry doubt for a moment that the depletion allowance has been a 
powerful factor in enabling American oil producers, large, small, and interme- 
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diate, to achieve the tremendous task not only of maintaining high-productive 
levels but of constantly increasing them. 

1 have read those extracts because they would seem to indicate that 
with depreciation allowance the Government is participating to a 
very large extent in the expansion of our oil companies. Certainly 
when in addition to that they are enabled to charge off on income 
statements of cost of drilling of wells as an operating expense, the 
two together make a tremendous saving to the oil companies in the 
course of a year. 

Mr. Wuterts. I am not quite sure, sir, that that is a double saving. 
There are parts of it I do not think are. 

The CuarrMan. Some of the members of the committee may desire 
to ask some further questions. 

Mr. Petry. Mr. Chairman, I would like to get a clear idea of what 
this 25-cent increase a barrel amounts to on our defense appropriation 
this year. 

I wonder in the case of your company how much of your produc- 
tion goes to aviation gasoline and other petroleum products that are 
sold to the Government. 

Mr. Witxerts. I do not have our figures available. We do sell to 
the Government sizable quantities. 

Mr. Petty. You bid on those and your contracts run for 6 months 
or something like that ! 

Mr. Wituerts. They are generally awarded for a 6-months period. 

Mr. Petty. But this will reflect quite an increase, will it not, in 
the cost ? 

Mr. Wiuerrs. If these prices remain in effect, this will increase 
the prices at which the Government buys certain materials. It all 
depends upon individual contracts. Most of ours, I believe, have 
an escalator clause in them. 

Mr. Petry. So that they would automatically go up? 

Mr. Wiutetrs. Yes, sir. 

Mr. Priest. Did I understand you to say that most of them had 
escalator clauses ? 

Mr. Witerts. Most of ours do. I am just speaking about Socony- 
Vacuum Corp. 

Mr. Petry. There is an institute which keeps figures on the entire 
pee industry, is there not, so that if this committee wanted to 

nd out the actual total petroleum products that are sold domestically, 
we could find out? Also, how much of those would go for defense 
and how much was sold to the Federal Government, we could find 
that out; could we not? 

Mr. Wittetrs, Yes, sir, and I think that you have the figures right 
within the Federal Government. The Dahthesing people in the Fed- 
eral Government would know, 


Mr. Prury. I think probably the Defense Department would give 
us that information. 

Mr. Chairman, I wonder if we could have the Defense Department 
give us the figure as to how much this is going to cost the Federal 
Government, this increase of 25 cents a barrel; how much they esti- 
mate it will cost the Government through escalator clauses; how much 
it will affect this year’s budget. 

The CuarrMan. We will go into all of that. 
Mr. Petty. Then I will not take the time of the witness. 
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The Cuarmman. We will also go into what it will cost the Mutual 
Security Administration, what it will increase the prices to them. 

Mr. Heserton. Mr. Willetts, I was interested in your comments on 
the bill that I filed and to which I referred. As I understand it, it 
was to the effect that if the oil industry were let alone, it can best 
protect the public over a long period of time and do it better. I 
wondered if you mean by that, that what is good for General Petro- 
leum is good for the country. 

Mr. Wizetrs. I do not understand your General Petroleum refer- 
ence. I mean by that, that based on the past history of this industry, 
operating under a free economy, it has done a good job for the people 
of this country and contemplates doing a good job for the people of 
this country in the future in attempting to meet what we estimate 
to be vastly increased demands in the way of crude and finished 
products. 

I think under a free economy that they can do it and furnish the 
goods at the price and where they want it and when they want it, and 
that is the basis of my statement. I did not make that statement, 
sir, on the basis just because you said that you had introduced the 
bill. I have no personal quarrel with your connection with it. 

Mr. Hesexton. I appreciate that, but it does occur to me that the 
position you are taking here, which is shared by others, and I do not 
mean to single you out by any manner of means, but apparently there 
is a determined position of the industry. If this sticks, as they say, 
they feel the ultimate users of petroleum products, to say nothing of 
the national defense and to say nothing of the mutual security—I 
am talking now about the domestic users—are going to be charged 
somewhere, according to your own estimate, in the neighborhood of 
$500 million additional a year. It may not leave the people who are 
going to pay the bill with a very happy feeling that industry is 
looking out primarily for their welfare. 

Possibly I misunderstand the reaction that will come over a period 
of time, but I rather suspect that a lot of people in the country would 
like to see us back on a sound fiscal system. I honestly do not think 
that these price increases have made any contribution toward that end. 

Mr. Wutetrs. I have an idea that if the industry’s position were 
explained to all of the people, that a goodly percentage of them would 
not complain too bitterly because they have got pretty good products 
for their money and they are getting it when they want it. If they 
know that this industry is working and planning for years ahead to 
try and supply them with products, I think that is the thing that thev 
want. 

You and I remember very distinctly the cold winter of 1948 when 
people could not get, when they wanted it, all of the distillate fuel 
oil they wanted. The difference between supply and demand at that 
time was so close that the distribution function could not keep up 
with it, so we had some shortage. 

Mr. Hesevton. On that point I remember very distinctly that the 
argument used at that time to explain the situation was a shortage 
of tankers and not the shortage of any supply. 

Mr. Witetts. I do not think that there was truly a shortage of 
supply, but the supply and demand situation because of that extremely 
cold winter was very delicate. I remember distinctly the attitude 
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of people then toward products, and when they did not go cold at 
the attitude of them toward this industry and their Government. 

I remember also very distinctly that at that time because we were 
very short, we spent about $11 million curing ourselves so as to get 
products to the people. In fact, we even brought some of it from 
the west coast in a tanker through the canal up the east coast to do 
it. We did not pass that price on to our public, either. 

Mr. Hesevron. You may be entirely right, but I would not be at 
all surprised to see if you would start getting natural gas into the 
Northeast, in any substantial amount, that the people who have the 
responsibility for the marketing of petroleum products may find 
that a good portion of the customers would turn over to natural gas. 
I may be wrong about that. 

On behalf of the committee 

Mr. Harris. I would not want the record to go by indicating that 
it was the consensus of this committee that we should get back into 
the control phase of the business of this country. That is, just because 
there might be some suggestions that come from these hearings, or 
there might have been certain bills introduced reenacting controls. 

As I understand, the policy of the present administration is in the 
other direction, is that not true? Or do you know? 

Mr. Wuterrs. That is my understanding. 

Mr. Harris. And, in fact, it was only a short time after the present 
administration took over that all of the controls were completely 
eliminated, is that not also true? 

Mr. Witterts. Yes, sir. 

Mr. Harris. And now there seems to be suggestions to come back 
from members of the same party that we again reinstitute controls. 
That subject has been discussed here with reference to the proposed 
legislation, and I would not want anything to indicate in the record 
that certainly as one member of the committee that I am for rein- 
stituting controls of the industry. I personally have gone through 
enough of that during my experience in this Congress when the 
country and the Congress felt it was necessary during World War II 
and during the Korean war which is still going on. 

Now, you _were interrogated also on the question of percentage 
depletion. That is a policy that started back in 1913 and received 
adjustments in 1917, I believe, and in 1919 and again in 1923. Finally 
about 1926, the present depletion program was provided by the Con- 
gress of the United States. 

Now, if there had been any indication in the record here that that 
is a policy of the Congress for the interest of the oil industry itself, 
as for one member, I do not share the view at all. 

I would like to ask you this question: Your company explores, and 
you have an exploration program ? 

Mr. Witterts. Yes, sir. 

Mr. Harris. Could you give us, or perhaps you would have to 
supply it for the record, the expenditures of your company on an 
annual basis of exploration say in the last 10 years? 

Mr. Witterts. I think we can; yes, sir. We will be glad to do that. 

Mr. Harris. And with that, give us for the record the amount of 
money that you have received from the 2714 percent —— 

Mr. WiteTts. I have agreed to furnish that already, si 
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Mr. Harrts. Then we can compare the amount of money that you 
have put into your exploration program with the amount that you 
have been able to take credit under a Government policy for, in order 
that we may see how the program is working toward exploration and 
the program that gives us the increased reserves each year. 

Now I should like to ask one other question. You refine oil, do 
you not ¢ 


Mr. Wittetts. Yes, sir. 

Mr. Harris. What is the refinery price of gasoline? 

Mr. Witzerrs. The refinery price of house-brand gasoline in the 
gulf of 87-octane material is 11.75 per gallon, in the gulf. 

Mr. Harris. What is that again? 

Mr. Witterrs. Eleven and three-quarter cents. 

Mr. Harris. And that is the gasoline that is selling at the filling 
stations here in the East at 32 cents, is it not ? 

Mr. Wuterrs. That 32 cents seems a little high. I think that is 
the premium grade of gasoline. 

Mr. Harris. Is that what we call high test? 

Mr. Witterts. That is the premium grade; I was speaking of house- 
brand grade, our Mobilgas. 

Mr. Harris. Is that what we call regular? 

Mr. Wiutetts. That is right. 

Mr. Harris. That is 28 cents? 

Mr. Witterts. Somewhere in that vicinity. 

Mr. Harris. That is what I paid. I paid 30 cents, or I paid 32 
cents in an Esso station over in Virginia. 

Mr. Wuerrs. I should put in a plug for Mobilgas here, I guess. 

Mr. Harris. The point is, 1134 cents at the refinery, and yet the 
retail price at the filling station is around 30 cents here in the District 
and surrounding areas. Is that true or not? 

Mr. Witerrs. I do not know the exact price, but it is in that 
vicinity; yes. 

Mr. Harris. Anyway, it will vary, the price will vary in accordance 
with the tax of that particular jurisdiction ? 

Mr. Wiiterts. Yes; that retail price you quote includes taxes, 
State and Federal. 

Mr. Harris. Now, will you supply for the record the price of gaso- 
line, regular gasoline at the refinery each year for the fast 10 years? 

Mr. Witterrs. We will, just for that purpose, assuming it is avail- 
able, furnish the price quoted in Platt’s Oilgram in the Gulf of 
Mexico. 

Mr. Harris. I think it would be a revealing bit of information. 

(The information follows:) 

Mr. Harris requested that we submit a list of gasoline prices, regular gasoline 
at the refinery each year as quoted in Platt’s Oilgram for the Gulf of Mexico. 
These prices are reported in appendix IX hereto annexed. Gulf prices were 


frozen by price control during the war years at a very low level and did not 
commence to rise until midsummer 1946, when the price of crude oil began to 


move upward. 
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Socony-VACUUM’s TREATMENT OF EXPLORATION AND DEVELOPMENT CosT 


1. FOR BOOK PURPOSES 


Nonproducing property costs 
(1) Acquisition costs are capitalized and amortized by individual leases over 
the life of each lease. 
(a) When a lease is abandoned its unamortized cost is written off. 
(b) When a lease becomes productive its unamortized cost is transferred 
to producing properties. 

(2) The following expenses are written off in the year in which they are 
incurred. 

(a) Geological and geophysical costs. 

(b) Delay rentals. 

(c) Taxes on nonproducing properties. 

(d) Other expenses on nonproducing properties. 

(e) Land department expense. 

(f) Research and development expense. 
Producing property costs 

(1) Acquisition costs are capitalized and depleted by individual properties on 
the basis of the crude oil and gas reserves. 

(2) When a nonproducing property becomes productive its unamortized cost 
is also depleted on the basis of its crude oil and gas reserves. 

(3) Depletion is calculated annually for each property by dividing the unre- 
covered cost by the remaining recoverable crude oil and gas reserves and multi- 
plying the resultant per barrel unit cost by the barrels produced. 

Intangible drilling costs 

(1) Allintangible drilling costs of productive wells are capitalized and depleted 
by individual properties on the same basis as producing property costs. 

(2) All intangible drilling costs of dry wells are written off. 

Plant and equipment 

(1) All plant and equipment on the lease including surface well equipment 
of productive wells (but excluding subsurface well equipment) is depreciated 
on a life basis. 

(2) Subsurface well equipment of productive wells is depreciated on the same 
basis as producing property costs are depleted. 


2. FOR TAX PURPOSES 


Tax treatment is in accordance with Internal Revenue Code and regulations 
The company has elected for tax purposes to treat intangible drilling costs as 
current expense. 

Mr. Priest. I would like to make one request in addition to what 
you have requested. In addition to the figures that Mr. Harris 

requested on exploration, would it be possible duri ing that same period 
for you to give the committee the number of dry wells that have been 
drilled by your company ? 

Mr. Wittetts. Yes; we will give you those, too There are a lot of 
them. 

Mr. Priest. I would like to have that figure, if you can furnish it, 
along with these other things. 

The Cuamman. It is important for us to have that information 
for the reason that it was advanced yesterday that the reason for the 
increase of 25 cents a barrel was in order to be an incentive to carr y 
on explorations and discoveries. Therefore, when you consider 
whether 25 cents extra on a barrel is necessary to do that, it is impor- 
tant to have these figures that you have been asked to give today. We 
will endeavor to obt: ain the same information from “all of the com- 
panies and not only your own. 
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Now, it is very regrettable that we will have to adjourn on account 
of this rollcall in the House. I cannot conceive that there would be 
much need of our coming back. The rollcall usually takes about 40 
minutes and that would bring us very close to 5 o’clock. I think under 
the circumstances, therefore, it will be necessary for us to adjourn at 
this time until 10 o’clock tomorrow morning. 

(Whereupon, at 4:20 p. m., a recess was taken until Wednesday, 
July 8, 1953, at 10 a. m.) 





PETROLEUM STUDY 


(Gasoline and Oil Price Increases) 


WEDNESDAY, JULY 8, 1953 


Hovusr or REPRESENTATIVES, 
ComMITTEE ON INTERSTATE AND Foreign ComMeErcr, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to the taking of a recess, 
in room 1334, New House Office Building, Hon. Charles A. Wolverton 
(neteetant presiding. 

The Cuairman. The committee will be in order, please. 

The first witness this morning will be Mr. Hines Baker, of the 
Humble Oil & Refining Co. 


Will you take the stand and give your full name and position ? 


STATEMENT OF HINES H. BAKER, PRESIDENT, HUMBLE OIL & 
REFINING CO. 


Mr. Baker. Mr. Chairman and members of the committee. I appre- 
ciate the opportunity of appearing before the committee in connection 
with these investigations that are being had. 

I would like to discuss first the crude oil and product price changes 
that have occurred, and then I would like the opportunity of making 
some reply to the inquiries that the chairman and other members of 
the committee have made in regard to conservation procedures and 
practices, and the matter of regulation of production to market de- 
mand; particularly to reply to the testimony of Mr. Paul Hadlich 
bearing upon that question. 

The Cuatrman. Is it your intention also to give us answers to the 17 
questions ? 

Mr. Baker. Yes, sir; I have prepared already answers to the 17 
questions, and I have delivered my answers to the clerk for your use, 
and of course I would be glad to ‘attempt to supplement that in any 
way that you may wish by “further inquiry. 

The Cuamman. Very well, you may proceed, and we will give you 
an opportunity to cover the additional points that you have mentioned. 

Mr. Baxer. I am president of Humble Oil & Refining Co., and live 
at Houston, Tex. 

Humble Oil & Refining Co. is engaged in all of the principal opera- 
tions of the petroleum industry. Its net crude oil production is about 
350,000 daily, concentrated principally in Texas and Louisiana, al- 
though exploration and production are carried on from California to 
Florida. Humble Pipe Line Co., a wholly owned subsidiary, is 
engaged in transportation of crude oil in Texas and New Mexico. 
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Humble purchases and sells large amounts of crude oil in Texas 
and New Mexico. Purchases of oil are made from approximately 
24,000 wells, including those operated by the company from which 
royalty oil is purchased. These purchases averaged 427,500 barrels 
daily in 1952. Humble sells poet oil to more than 25 nonaffiliated 
companies in addition to an affiliate, including a number of small 
refineries, such as Cosden, McMurrey, Southwestern, Taylor, and the 
Texas City Refining Co. Humble’s sales of crude oil in 1952 were 
521,600 barrels daily, including some of the company’s own production. 

Humble has only one refinery, located at Baytown, Tex., with a 
capacity of 260,000 barrels daily and with crude oil runs in 1952 of 
251,600 barrels daily. Humble is also engaged in wholesale and retail 
distribution of gasoline in a large part of Texas. It is not outside of 
Texas. It sells at wholesale to some 2,200 dealers and in addition 
operates 307 stations. Humble’s gasoline sales represent 16 percent 
of the tax-paid gasoline sales in Texas. 

As a purchaser and seller of crude oil in competition with many 
other purchasers and sellers, Humble follows closely the forces affect- 
ing prices. A proper interpretation of the market is necessary in 
order for us to carry on this business with success. If our inter- 
pretation is not correct, we stand to lose customers or supplies to 
others and to find that we cannot balance our supply and demand. 

Our interpretation of the market for crude oil is shown by the 
price bulletins we publish from time to time. These bulletins an- 
nounce prices for each grade of crude oil that we handle. Such prices 
are paid to all producers and royalty owners and are the bases of the 
prices charged to those who purchase oil from us in turn. Changes 
are made in these posted prices in response to various market forces. 

In the absence of Government controls, crude-oil prices are deter- 
mined in the short run by the forces of supply and demand, and in 
the long-run by these forces and particularly as an element of cost 
affecting supply, the cost of production. In the short run, supply 
may so exceed demand as to set a price resulting in subnormal profits 
or even in losses to producers. 

Such deviation of price from a reasonable relationship with costs 
is bound to be temporary, for it sets in motion forces that will bring 
about price changes. Prices that are low relative to costs discourage 
the development of new supplies and stimulate demand. These di- 
vergent tendencies will, in time, bring about prices more nearly bal- 
ancing the rates of growth of demand and supply. Opposite devel- 
opments will take place if prices are too high relative to costs, but 
again the tendency will be toward a price level in which demand and 
supply will keep pace or balance. 

A purchaser of crude oil is concerned not only with the general 
market in which he operates, but also with the protection of supplies 
needed to meet his requirements. In every producing area, and in 
most of the important fields, a number of different companies are 
purchasing from the producers and on for the available sup- 
plies in the area. If a company is not willing to pay as much as other 
purchasers, it will soon lose supplies to them and be unable to meet 
demands. 

The influence of normal economic forces on price may be sup- 
pressed temporarily by Government price controls; however, the 
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operation of these economic forces continues during the price con- 
trol. Their influence on market price is inevitably ‘felt again when 
controls are removed. The prices set under Government control may 
deviate so far from what the market would establish as to result in 
shortages and rationing or black markets. Similar deviations from 
market. prices may affect the rate of growth of demand and supply 
in a manner that will lead to diffic -ulty in time even without any im- 
mediate development of shortages. 

Artificial price controls which do not reflect the normal market 
forces necessarily disturb the developments required in order to keep 
supply and demand in balance. The continuance of artificial con- 
trols over a period of time builds up pressure which sometimes makes 
necessary large adjustments after the removal of controls. The arti- 
ficial controls over a period of time builds up pressure which some- 
times makes necessary large adjustments after the removal of controls. 
The artificial price controls of World War II, for example re- 
sulted in building up demands which could not continue to be sup- 
plied at the controlled prices. Inevitably, the result of a free market 
brought about the price adjustments necessary to restore a balance 
between demand and supply after years of subnormal prices. As a 
result of these adjustments which occurred during the years 1946 
and 1947, rapidly increasing demands for petroleum were met with 
only temporary spot shortages i in 1947. 

The early postwar adjustment of crude oil prices by the normal 
market forces was completed in December 1947. In that month, 
crude oil prices increased 50 cents a barrel to an average level of 
about $2.60 a barrel. For more than 5 years after that there were no 
general increases in crude-oil prices. In fact, the average price of 
crude oil in 1952 was actually shghtly less than in 1948. 

The operation of the market in determining price levels is illus- 
trated by an experience in 1948. In September 1948, Phillips Pe- 
troleum Co. announced an increase in crude-oil prices of 35 cents a 
barrel. At that time there was a slackening in the rate of growth in 
demand, a high rate of production and increase in imports, and a 
rapid accumulation of inventories, and some weakness in product 
prices. Although a few other purchasers raised their prices to meet 
the Phillips’ price, Humble and other purchasers did not make any 
change. The interpretation of the market by those who did not raise 
prices proved correct. By December 1948 the companies which had 
announced higher prices reduced their prices back to the former 
levels. 

In 1949 there were some downward adjustments in crude oil prices 
for the country as a whole. For example, Humble reduced the price 
of heavy gravity crudes by 25 cents a barrel because of the decline in 
demand and price of residual fuel oil and by 10 cents a barrel for 
certain coastal crudes because of a decrease in special demands which 
had previously existed for this type of oil. As a result of such re- 
ductions, Humble’s average price at the well on the crude it produces 
decreased from $2.64 a barrel i in 1948 to $2.59 a barrel in 1950. Simi- 
lar changes were made by other purchasers of crude oil, particularly 
for the heavy crude oils. 

In 1950 and 1951, the demand for petroleum again increased very 
rapidly and another spiral of inflation developed immediately after 
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the outbreak of hostilities in Korea. From June of 1950 to Decem- 
ber 1950 wholesale commodity prices generally increased by 12 per- 
cent while crude oil prices remained unchanged. In December 1950 
some crude oil price increases were announced in California and it 
appeared that the strong demand would soon bring about general 
price increases for the country as a whole. 

The Director of Price Stabilization then wired the leading oil com- 
panies asking them to hold the line and not to increase prices. We 
had such a wire. Thus, when price controls on oil were formally 
placed in effect in January 1951, crude oil prices were frozen at a low 
level relative to other commodities. Thereafter, during the period 
of controls—that is, from January 1951 to February of 1953—they 
were not allowed to reflect the influence of either increasing demand 
or rising costs. Crude oil price ceilings generally were at or below 
the levels which had prevailed in 1948 because of the downward ad- 
justments which had occurred in 1949. 

Government controls of petroleum prices remained in effect until 
February 1953. At that time the wholesale price index for all com- 
modities was 109.5, an increase of 6.8 percent over the level of Decem- 
ber 1947 and 9.4 percent over the level of June 1950. If the price of 
crude oil had kept pace with other commodities in the advances fol- 
lowing June 1950, it would have increased by nearly 25 cents a bar- 
rel. Except for some increases in the prices of heavy crude oils in 
California made in December 1950, however, crude oil prices were 
generally the same as in June of 1950 and averaged less than at the 
end of December 1947, at the time of the last general price increase. 

During the period of price controls there were numerous develop- 
ments which would normally have tended to raise the price of pe- 
troleum. These developments included an increase in the price of 
competitive fuels, such as coal, a continued increase in the demand 
for petroleum, a slowing down in the expansion of domestic productive 
capacity, and a very substantial increase in the costs of exploration 
and production for crude oil. 

Domestic demand for petroleum has continued to increase rapidly. 
It is expected that demand this year will be 30 percent higher than 
in 1948 and 17 percent higher than in 1950. These increasing de- 
mands mean not only that more oil must be found each year to replace 
production, but also that reserves must continue to be increased if the 
domestic industry is to be in position to meet part of the additional 
demands. 

Over the last 10 years from 1943, there has been about an increase of 
approximately 5 percent a year in the demand for crude. We would 
hope and may expect that this demand will continue to increase at that 
rate or above or below—we don’t know. 

Fortunately for consumers, there was some margin of reserve capac- 
ity in domestic operations at the time that price controls were imposed. 
But for the existence of that initial reserve capacity and increasing 
imports, there might have been some difficulty in meeting all demands. 
As it was, supplies in California failed to keep pace with demand and 
some military requirements for the Pacific had to be purchased from 
the gulf coast instead. Under price controls a slackening in the rate 
of growth of supply became evident even while demand continued to 
increase. The National Petroleum Council estimates that crude oil 
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productive capacity increased between January 1951 and January 
1953 by 738,000 barrels daily, or substantially less than the increase 
of more than 1 million barrels daily in the comparable preceding 
period from December 1948 to January 1951. Despite an active explo- 
ration and drilling program, the number of oil-well completions in 
1951 and 1952 was less than in 1950 and only 4 percent more than the 
number of oil-well completions in 1948 when the demand, as I pointed 
out above, was substantially lower. The number of oil-well comple- 
tions was slightly less than 23,500 in 1951 and 1952 compared with 
24,430 in 1950 and 22,585 in 1948. 

In other words, there were more dry holes drilled as time went on 
and fewer oil wells, notwithstanding the fact that the total number of 
wells was not essentially different. ‘The experience, the favorable ex- 
perience of finding oil had decreased. 

In connection with the relation of supply and demand, it should be 
noted that a reserve capacity of at least 1 million barrels daily in the 
United States is considered desirable as a matter of national security. 
This position has been stated repeatedly by the Secretaries of both 
Defense and Interior. 

We have had this question of maintaining reserve productive capac- 
ity continuously before us since the close of the war. Before the war 
we had a reserve productive capacity of something like a million and 
a quarter barrels, which was the thing that enabled the industry to 
meet all of the calls upon it during the war. Since that time this 
question of rebuilding those reserves has been uppermost in the minds 
of the Government, and has been brought pointedly to our attention, 
and the industry has been diligently seeking to bring about that reserve 
capacity. 

According to the estimates of the National Petroleum Council as of 
January 1953, the reserve productive capacity of crude oil in the 
United States was 914,000 barrels daily, even though there were being 
imported into the United States 616,000 barrels daily of crude oil and 
518,000 barrels daily of products. In view of the possibility that 
some of the foreign oil now being imported may not be available in 
case of an emergency, it would appear that domestic productive capac- 
ity has not increased as rapidly in recent years as would be desirable 
from the standpoint of national security. 

Another significant force operating on petroleum supplies and prices 
since December 1947 has been the very substantial increase in costs. 
This increase in costs was due partly to higher wage rates and higher 
prices for materials, but more particularly to the greater difficulty 
and expense involved in exploration and production incident to deeper 
drilling and the development of more complicated reservoirs with 
thinner sands. 

During the 1930's in this country we brought in a very substantial 
number of large, thick sand fields. There were very large reserves. 
The cost of developing those fields was relatively lower than we are 
confronted with today where we are finding larger numbers of fields, 
but less large thick sand fields. We are having to go deeper and we 
are finding thinner sands in which we have to complete the wells, and 
our costs of testing, drilling, and completing those wells is increasing 
much more than the general increase in costs, or the decrease in the 
value of the dollar. 
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Government statistics show that average hourly earnings of work- 
ers in oil and gas production in March 1953, were 31-percent higher 
than in 1948. The costs of steel and other equipment are also substan- 
tially higher than in 1948. In Texas and Louisiana, ad valorem and 
severance taxes on crude-oil production have increased more than 5 
cents a barrel since 1948. These are only some of the factors that 
have increased costs greatly in recent years. 

The principal increase in costs experienced in petroleum produc- 
tion has been in the higher expenditures for exploration and drilling 
and in the higher unit costs involved in carrying reserve productive 
capacity. Now, if the industry is to maintain a productive reserve 
of 1 million barrels of oil which it has had to plow money into the 
business to develop, it costs money to hold those reserves against pro- 
ducing them currently and realizing currently upon the investment. 

The average cost per well completed by Humble in 1952, was 
$106,500 or 29 percent more than in 1948. A larger proportion of 
dry holes is being experienced in drilling by industry and Humble. 
The percent of dry holes drilled by industry increased from 35.9 in 
1948 to 41.7 in 1952, with the result that the number of dry holes 
drilled increased from 14,296 to 19,119. In Humble’s case, the pro- 
portion of dry holes also increased and the expenditures for dry holes 
in 1952 of $43,065,000 were 62 percent more than Humble’s dry hole 
expenses in 1948. Exploration costs per barrel were also much higher. 

Producing costs have increased not only because of the factors pre- 
viously mentioned but also because of the large investment and costs 
involved in carrying reserve productive capacity for national security. 
I mentioned that. It requires literally billions of dollars to develop 
this reserve capacity. In the past 5 years, 30 large oil companies have 
spent $6.6 billion for domestic production facilities, not including 
large additional sums spent for exploration. Carrying reserve pro- 
ductive capacity increases producing costs because of the smaller 
production per well, since the operating costs per well per month are 
relatively constant regardless of the amount of production. 

As a result, there has been a very substantial increase in costs of 
producing oil by comparison with December 1947, June 1950, or the 
date on which price controls were imposed in January 1951. Even 
before the removal of price controls, adjustments in ceiling prices had 
been sought on the basis of increases in costs. Applications had been 
filed to raise ceiling prices for crue oil produced in Pennsylvania and 
California and the Independent Petroleum Association of America 
had applied for the removal of ceiling prices generally. These re- 
quests were not granted. 

Government price controls of crude oil and petroleum products 
were removed on February 13, 1953. Shortly after these controls 
were removed, crude oil prices were increased by 15 cents a barrel in 
Pennsylvania ‘and by 10 to 50 cents a barrel in California. Product 
prices were also increased in California at the wholesale and retail 
levels. 

There was no general increase in petroleum prices east of California 
at the time that price controls were removed. A warm winter had 
adversely affected demand for heating oils and the inventory position 
of products generally east of California. In February, an increase 
in gasoline prices by Socony-Vacuum, as Mr. Willetts explained yes- 
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terday, on the east coast, was not met by competitors and had to be 
abandoned. 

I think it is important to note there that in the competitive process, 
Socony-Vacuum interpreted the market conditions as warranting a 
price increase. The other members of the industry in that area 
reached a different conclusion. ‘They interpreted the market on a 
different basis. The opinion of the others prevailed, and Socony- 
Vacuum had to abandon its advance in price and go back to the level 
before the increase. 

The adverse effect of the warm winter was temporary, however. In 
March and the second quarter, demand became on . ronger with 
substantial gains over the preceding year. In May, it is estimated 
that demand was nearly 11 percent higher than a year ago. Sup- 
plies remained at high levels but the improvement in demand, con- 
sidering seasonal factors, resulted in the stronger market. Early in 
June, gasoline prices were again increased on the east coast by ‘this 
same marketer. ‘This time when the demand was strong, other market- 
ers in the area also raised their prices. 

It was in this situation that the Phillips Petroleum Co. announced 
a flat price increase of 25 cents a barrel for the crude oils purchased 
by it effective June 15, 1953. This advance was no more than might 
have been expected to occur in December 1950 which was prevented 
by the appeal from the Price Stabilizer and prevented later by the 
price controls. It was far short of covering the increase in costs that 
has been experienced in producing crude oil since the preceding change 
of December 1947. 

Humble Oil & Refining Co. had for some time been considering 
what price adjustments should be made generally and among the 

various grades of crude oil purchases, and what variations, if. any, 
should be made for the prices of the various grades of crude oil 
which it purchased. It appeared that the market situation at this 
time probably would not permit or justify an increase that would 
fully reflect these increased costs that we had experienced. 

Humble had concluded that if demand continued to show a strong 
gain, particularly for gasoline, some upward adjustment in prices 
would probably occur. Analysis of changes in technology in re- 
cent years and in product prices showed that the relative values of 
various grades of crude oil had changed. The increasing use of 
catalytic “cracking, for example, has affected the yields of ‘products 
from different crudes and modified their relative values to refineries. 

I might explain that by saying that some of the lower gravity crudes 
were producing greater quantities of gasoline as a result of the 
ratalytie cracking of the gas oils from them, which had the effect of 
making a barrel of that oil have more of the high value fractions. 
There was a yield of greater quantities of gasoline which would im- 
prove the relative ralue of those erudes as against some other crudes 
that did not have a similar increase. 

The shifts of product prices, principally a reduction in the price 
of residual fuel oil relative to the price of gasoline and other light 
products, also affected the relative values of crudes. These changes 
tended to make heavy crude oils relatively less valuable to refineries 
because of their high yields of residual fuel oil than the higher gravity 
crude oils. 
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As a purchaser of crude oils from some 24,000 wells scattered over 
Texas and New Mexico, we were quite anxious in the event of any 
price increase to tend as far as we could to equalize these values of 
crudes that we bought. We reached a conclusion that it was not de- 
sirable to make a flat increase across the board. 

Humble’s analysis of the changes in the values of crude oil since 
the last general price increase led it to the conclusion that the hght 
crude oils would have to be raised 15 to 25 cents a barrel more than 
heavy crude oils in order to make them of relatively equal attractive- 
ness to refiners. In view of the evidence of a strengthening market 
early in June, it decided to make an advance in crude oil prices. When 
Phillips announced a general price increase of 25 cents a barrel for 
all grades of crude oil, Humble decided on the basis of its earlier 
seeds to post prices in line with its interpretation to relative crude 
oil values. Accordingly, effective June 15, Humble announced an 
increase in prices averaging 25 cents a barrel, but with increases vary- 
ing from 10 to 35 cents for different grades of crude oil being pur- 
chased. The reasons for these new price postings were stated in our 
press release accompanying the announcement as follows—I am quot- 
ing from the press release : 


Crude oil prices in Texas and New Mexico have not advanced generally 
since December 1947. These prices today average less than in 1948. Meanwhile, 
wholesale commodity prices generally have increased substantially. Rates of 
pay and costs of materials used in oil production have increased more than 
prices generally; and combined costs of finding, developing, and producing oil 
have advanced even more. These facts mean that crude oil prices have not re- 
flected the decline in the value of the dollar nor any part of the large increase 
in costs that has occurred in the past 5 years. 

Petroleum demand now is more than 25 percent above that of 1948 and still 
gaining. It is necessary for the industry not only to meet this demand but 
also to provide reserve capacity for national security. World War II demon- 
strated the strategic importance of oil to victory and the value of reserve pro- 
ducing capacity for national security. Subsequent developments continue to 
emphasize the significance of oil for national defense. The fact that domestic 
producers are called upon to carry substantial reserve capacity for reasons of 
national security increases the investment and operating costs per barrel pro- 
duced. 

Since the last general increase in crude oil prices, there have been many de- 
velopments in the technology of oil refining which influence the relative yields 
of products from different crude oils. Also, there have been some changes up 
and down in the price of refined products. These changes have affected the 
relative values of the several grades of crude oil produced and have brought 
about substantial price inequalities. 

Considering all of these matters, Humble Oil & Refining Co. has decided to 
establish a new schedule of posted prices for crude oil purchased by it. Accord- 
ingly, it has published Price Bulletin No. 204, effective 7 a. m., June 15, 1953. 
While the average increases in prices amounts to about 25 cents per barrel, 
adjustments between grades vary. The changes for the principal grades of 
crude are as set forth below : 

Low Cold Test Coastal, Hastings, and Mirando grades increased 35 
cents a barrel ; 

Anahuac, Refugio, Sweden, Imogene, Conroe, and Tomball grades in- 
creased 30 cents a barrel ; 

East Texas field, East Central Texas, West Central Texas, West Texas 
and New Mexico, Panhandle, Salt Flat, and Van grades increased 25 cents 
a barrel; 

Hawkins-Taleo and Pearsall grades increased 10 cents a barrel ; 

Yates field crude, posted on the West Texas gravity schedule in the new 
bulletin, increased 22 cents a barrel on 30° gravity crude oil. 
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That is the end of the quotation. 

Our interpretation of the market forces affecting crude oil prices 
led us to the action we announced on June 15. It considered fully 
the supply and demand conditions prevailing at the time. But for the 
effect. of reserve productive capacity and increasing imports, the 
crude oil price increase would have been larger. The striking fact is 
not that an increase in crude oil prices occurred; the striking fact 
is that the increase came so late and was much less than the change 
that has occurred in costs since the preceding advance of December 
1947. Humble has been aware of the forces affecting crude oil cost 
and markets for some time. In recent years it has repeatedly called 
attention to increasing replacement and producing costs for crude oil. 
In its latest annual report, issued March 31, 1953, the following state- 
ment was made, and I am quoting from our annual report: 

Crude oil reserves are being replaced and expanded at substantially higher 
cost. It is believed, however, that good business and the national interest make 
advisable continued investments in crude oil and natural gas reserves. Petro- 
leum has come to be our most important source of energy in both peace and 
war; of paramount importance in transportation; and vital also as strategic 
material for special uses in national defense. As a result of the clear demon- 
stration in World War II of the value of reserve oil producing capacity, there 
is a growing feeling that a substantial reserve producing capacity is necessary 
for national security. Through large capital expenditures since the war, the 
industry has built up such capacity. To establish and maintain it adds to carry- 
ing charges on reserves and increases the cost per barrel of oil produced cur- 
rently. 

The operation of a free market for so important a product as petroleum which 
for some years has undersold competitive fuels, should result in time in prices 
adequate to offset the higher costs incurred. Otherwise, there will not be suffi- 
cient incentive for the high rate of exploration and drilling needed to provide 
adequate domestic capacity. 

The CuarrmMan. With the completion of that statement, Mr. Baker, 
is it your desire now to proceed along the lines you indicated, when 
you opened your testimony ? 

Mr. Baxer. I have not concluded the statement, Mr. Chairman. 
There is a sheet. here you will see on product changes. If I may I 
would like to call attention to that. 

Humble announced product price increases on June 23, and the 
crude price was on June 15, after it was clear that a new level of 
crude oil prices had been established in the market generally. The 
following changes were made at that time. 

(1) General increases were made of 0.7 cent per gallon in motor 
gasolina tank-wagon prices, 0.5 cent per gallon in distillate fuel 
oil, and 25 cents a barrel in residual fuel oil. These increases on the 
normal product yield from crude oil refined on the gulf coast are 
approximately equivalent to the average increase in cost to the refiner 
of about 25 cents a barrel for crude oil. Several marketers announced 
general increases of 1 cent a gallon in motor gasoline tank-wagon 
prices, making prices to their dealers 0.3 cent a gallon higher than 
Humble’s at many points. 

(2) Tank-wagon prices of gasoline were increased additionally by 
0.1 cent to 0.5 cent at certain points in Texas to accommodate in part 
for higher transportation costs from points of supply to these loca- 
tions. 

(3) The retail price at the 307 stations operated by Humble was 
increased by 1 cent a gallon, thereby raising the spread between retail 
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and tank-wagon price at these stations by 0.5 cent.a gallon to cover 
increased costs experienced at these outlets, principally as a result of 
higher wage rates. About half of this increase of 0.3 cent a gallon 
will accrue to Humble’s agents who operate 303 of these stations on 
commission. The retail margin at Humble-operated stations is now 
5.3 cents a gallon. 

Product price changes made took into account the increased cost 
of crude oil to refineries, varying transportation costs to certain points 
in Texas, and increased cost of operations in retail distribution of 
gasoline. 

Now, Mr. Chairman, if I may, I would like to continue my state- 
ment with regard to the subject of conservation and particularly in 
relation to this question of market demand which has been a subject 
of inquiry here and was the subject of testimony by Mr. Paul Hadlick 
in which he suggested that the use of market demand and the limita- 
tion of crude-oil production by certain States was very bad and should 
be abandoned, and in which he suggested that the Bureau of Mines 
should be prohibited from making the estimates of market demand 
of crude oil, the repeal of the Connally Hot Oil Act, and the with- 
drawal of congressional consent to the interstate oil compact. These 
are matters of very vital significance to the petroleum industry and 
to the Nation. 

To do what Mr. Hadlick suggests would undo the work of more 
than 30 years by the States and in the petroleum industry and by the 
Congress of the United States, and I would like to address myself to 
that for a time if I may. 

. The Carman. You may proceed. 

Mr. Baxer. In this connection I would say that I happen to have 
had a very considerable experience in this field. I became attorney 
for the Humble Co. in 1919, and was dealing with these problems 
from a legal standpoint and as adviser to the president during the 
periods of shortages in the early twenties, and I was drawn into this 
matter very definitely with the message of President Coolidge in 1924 
and the establishment of the Federal Oil Conservation Board. 

I have followed the work as an attorney from that time until 1937, 
when I was transferred into administrative work, and I have followed 
it as an executive of the company and a member of the industry with 
great interest since that time. 

I have had to do, as a member of industry, with the question of the 
enactment of conservation laws in the States in which we operate, and 
also in other States in the country. That is because the conservation 
practices in one State affect the operations in another State. 

I assisted in the drafting of the conservation laws of Texas and 
New Mexico, Alabama, Georgia, Florida, and more recently in Ari- 
zona, and followed the enactments in Arkansas and in Louisiana. It 
has been a matter of very vital concern in our business and I have 
followed it with interest during all of these years. 

I recall, Mr. Chairman, being here at the time of the Cole committee 
hearings in 1934, as an adviser to Mr. W. S. Farish, who testified at 
that time. I was in the work when the Cole committee made its tours 
through Texas at that time. 

It has been a matter with which I have been rather intimately 
acquainted. 
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Now, the petroleum industry has been a progressive industry. It 
has engaged actively in research and the employment of good engi- 
neering practic es in the development of the business, the application 
of science and engineering to its processes, by which it has supplied 
the Nation with its needs and has given a constantly improving prod- 
uct at reasonable prices through the years. I don’t believe that there 
is any achievement of the petroleum industry, progressive as it has 
been, that measures up to the achievement of the petroleum industry 
in this field of conservation, as it has been worked out with the legis- 
latures and the conservation agencies of the States and with the assist- 
ance rendered by the Federal Government through the work of the 
Bureau of Mines and through the enforcement of the State laws by 
the Connally Act and through the encouragement toward the exchange 
of conservation knowledge and good engineering practices in the inter- 
state oil compact, which has been authorized by the Congress. 

I would like to point out some of the results of that effort by a dis- 
cussion of the development of conservation and its present status. 
The petroleum industry, operating under the conservation policies and 
procedures of the States and under the highly competitive condi- 
tions in a free economy, has provided a relatively cheap fuel, in quan 
ties meeting a greatly expanding demand, and has met the needs of 
the Nation both in peace and in war. 

I would like to illustrate the manner in which the petroleum indus- 
try has performed in this respect by a comparison of the growth of the 
energy supplies from the petroleum industry as compared with the 
coal industry. 

In 1918, the petroleum industry, in the form of oil and gas, was 
supplying 1414 percent of the total energy consumed in the United 
States, and coal was supplying 82 percent. Since that time, the per 
centage of supply by coal has constantly decreased until in 1952 the 
coal was supplying 32.4 percent of the fuel of the Nation against 82 
percent in 1918. 

The petroleum industry in the form of oil and gas in 1952 was sup- 
plying 63.3 percent, an increase from 14.5 to 63.3 percent. 

In 1919, coal was supplying 16,285 trillion B. t. u.’s; today, or 1952, 
it was supplying only 12,170 trillion B. t. u.’s 

Oil and gas, or the petroleum industry, was supplying 2,866 tril- 
lion B, t. u.’s in 1918, and 23.700 trillion B. t.u.’s in 1952. In other 
words, the petroleum industry has supplied all of the increase in the 
fuel requirements of this Nation since 1918, and more than all be- 
cause coal is supplying approximately 20 to 25 percent less actual 
B. t. u.’s than it was in 1918. 

I think, considering the fact that we have large coal supplies in this 
country, that is a great tribute to the efficiency and low cost with which 
the petroleum industry has performed its service to the American 
public in that intervening period. 

I think it might be interesting, particularly in view of the inquiries 
yesterday, as to what has hs appened to the price of petroleum products 
during that period of time. I want to give figures here excluding 
the tax because that would be the only basis on which we could have 
a relative picture. 

In 1920, the service station gasoline price was 29.74 cents a gallon. 
In 1952, less tax, this service station price was 20.24 cents per gallon, or 
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about 914 cents a gallon less than the price in 1920. 1 am talking now 
in terms of current dollars, not a constant dollar. 

The Government has used 1926 as a base for a long period of time 
in the index figures on consumer prices. In 1926, the service-station 
price on gasoline was 20.97 cents, or slightly higher than the price in 
1952. During the depression the price sagged. The lowest price we 
have had during any year, during the period I am talking about, of 
32 years, was in 1933, when the price was 12.41 cents per gallon. 

Now, what is the relationship between these on the basis of a con- 
stant dollar, that is, applying the consumers price index of 1926 at a 
hundred. With 1926 as a hundred, the present consumers price index 
is 150. In other words, prices have increased in that period 50 per- 
cent. The lowest price, I said, was in 1933, which was 12.41 cents. 
The price in 1952 was 63 percent higher. If we take the index for 
1933, instead of being a hundred it was 73, so that the prices since 
1933 generally, consumers prices, have increased more than a hundred 
percent, while the price of gasoline has increased 63 percent. If you 
take the year 1943, 10 years ago, which has been a figure being used 
here, the price was 14.56 cents, which was 40 percent under the 1952 
price. The index for 1943 was 97.9, so there has been a 50-percent 
increase in consumers prices since 1943, and a 40-percent increase in 
the price of gasoline since that time. 

So actually, on the basis of a constant dollar, our gasoline is being 
sold today 10 cents a gallon less than it was being sold in 1920, and we 
would be paying 30 cents a gallon today if we applied the 1926 index. 

Now, in the meantime, the gasoline that we are producing today de- 
livers 50 percent more power than the gasoline we produced in 1926, 
the period under consideration. 

if you take that and look at it in terms of what a wage earner can 
buy in gasoline, our figures are also very revealing. The last price 
increase was made in December 1947, and therefore was really opera- 
tive during the year 1948. The relationship between the earnings of 
an employee in manufacturing per hour and the price of gasoline is an 
interesting one. 

In 1948 the worker in manufacturing could buy 10 gallons of gaso- 
line on a basis of 1.447 hours of work. In 1952 he could buy 10 gal- 
lons at 1.2 hours of work. So he can buy more gasoline on the basis 
or an hour’s work than he could in 1948. It took him 1.92 hours to 
buy a barrel of oil in 1948, whereas he can buy it now for 144 hours. 

The Cuarrman. How many hours of work would it take under the 
increased price ? 

Mr. Baker. But he can buy substantially more gasoline under the 
1952 prices. 

The Cuarrman. How many hours of work would it take under the 
increased price ? 

Mr. Baker. Under the increased price of 1 cent, he can still buy 
more than he could before. 

The Cuatrman. That is encouraging. 

Mr. Baxer. The point I want to make about this whole oe is 
that from any comaiains you look at it, the petroleum industry has 


continued to provide low-cost products of improving Hey, 
The conservation effort, as it has been administered by the States, 
and as it has been developed by the engineering practices of the oil in- 
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dustry, has greatly reduced costs by reducing the number of wells that 
have to be drilled and by reducing the investment in pumping equip- 
ment and other means of artificial lift, and in storage vaste, and has 
resulted in greater supplies of crude oil and has saved tremendous 
amounts of oil and gas from waste. In addition to that, it has served 
to protect the correlative rights of all of the people operating in oil- 
fields, and has given the independent producer, the small producer, 
the full opportunity to recover his fair share of the oil from the 
reservoir, and to receive for it complete access to the markets at the 
same prices that others have received. 

In addition, it has provided these reserve producing capacities for 
our national security. I would like to take a minute to give a back- 
ground of the evolution of this system of the conservation in which 
we now find ourselves so as to make clear the importance of the 
methods of conservation that are being employed, inhaling the prin- 
ciple of market demand. 

The Cuarrman. How long will that take? 

Mr. Baxer. I would say about 20 minutes for the whole thing, for 
the diseussion of the principle. 

The Cuarrman. Of course, all of this is very interesting from the 
standpoint of the committee’s inquiry into the petroleum industry. 
But the point that this committee is particularly interested in at the 
present time is what occasioned the 25-cents-a-barrel increase that 
brought the complaints that caused this committee to conduct the 
hearings that it is now doing. That is the thing we are interested in 
in this committee. I have no objection to your placing in the record 
all of that which you have in mind. But I think we have to get down 
to the point of why we are here. That evolution which you speak of 
is very interesting. 

Mr. Baxer. The committee has heard testimony of Mr. Hadlick 

The Cuarrman. Who did you say ? 

Mr. Baxer. I say the committee has heard the testimony of Mr. 
Hadlick in which he has recommended to the committee, and has un- 
dertaken to show that this whole system is wrong, and that the Con- 
gress ought to repeal a substantial part of the legislation relating to 
the oil industry, and which does have a very definite relationship to 
the question of price and the continuing prices that the public will 
have. It is our view that this conservation method has resulted 
in the long run in substantially lower prices to the American public, 
on the average, and that if carried out will continue to result in lower 
orices. 

The Cuarrman. The point that I am making is that we have a 
specific inquiry that we are making at this time. I do not wish to 
preclude you from making any extended argument that you wish, even 
though it applies to Mr. Hadlick, who is, after all, only one witness 
before this committee. But to go into this to the extent that you are 
seems to me is taking an undue length of time considering the primary 
get ne that we are here. 

r. Tuornperry. Mr. Chairman, may I interpose at this time? 
IT was very much concerned the other day when Mr. Hadlick con- 
sumed the greater portion of the day to make considerable charges 
about conservation policies of the respective States as authorized 
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by law. As one member of the committee I think I would be very 
much interested in hearing Mr. Baker respond to the testimony. 

The Cuarmman. Very well, if the committee is willing to sit and 
listen. My experience has been that after the morning session so 
many members do not appear in the afternoon. Iam anxious that we 
shall hear all that is pertinent. If the committee considers this perti- 
nent, we will take all the time that is necessary. 

I will ask the committee that they attend the session to make sure 
they hear it all. 

You may proceed and take all the time you want. 

Mr. Scuenck. Mr. Chairman, it does make some situations dif- 
ficult, however, when the committee’s sessions are held during the 
sessions of the House, when we are obligated to be on the floor to 
take care of our official business. 

The Cuarrman, I appreciate that, and the chairman always tries to 
keep in touch with what is taking place on the floor. By the number 
on the floor, or the few that are on the floor at times, and the few that 
are in the committee, I wonder where the real session is being held. 
Today I do not think the business before the House is of such great 
importance that it would preclude us from holding a session this after- 
noon. That is a matter for the committee to decide. 

Mr. Scuenck. It is my understanding, Mr. Chairman, that this 
afternoon some of the important legislation to be considered has to 
do with schools and school finance. That is important in each district. 

The Cuarrman. I understand 1 hour of general debate will be held. 
You may proceed. 

Mr. Baxer. The movement which has evolved into this present-day 
practice of petroleum conservation is only about 30 years old. It be- 
gan after the close of World War I, when the automobile began to 
assume an important place in our daily lives. The growth of the auto- 
motive industry led to sharp decreases in demand for gasoline and 
crude oil. Responding to this need, the oil industry drew into its 
organization the necessary technical] staffs and within a short time sub- 
stituted scientific methods for the old haphazard methods of 
exploration. 

apid progress was made. Within a few years oil production 
greatly increased and soon the open-flow capacity of the wells was 
greatly in excess of the demands of the market. 

Mr. Hare. Mr. Chairman, it is not clear to me what this is that the 
gentleman is reading. What are you reading from? 

Mr. Baxer. I am sorry, I didn’t hear you. 

Mr. Hate. What are you reading from ? 

Mr. Baxer. I am reading from a speech that I made to a section of 
the American Petroleum Institute. 

Mr. Hate. Is it your own language, or are you quoting from some- 
one else ? 

Mr. Baxer. At the time the Wherry committee report was pre- 
sented, of which Mr. Hadlick was then special counsel, practically the 
same recommendations were made in the Wherry committee report. 
We made a reappraisal of this whole question of conservation and 
conservation practices. I was invited to address the production sec- 
tion of the American Petroleum Institute upon this question. I have 
before me a copy of that address and am using it as a reference in the 
remarks that I am going to make. 
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Mr. Hate. I did not want to go into all of that detail. I wanted 
to be sure whose language you were using, whether you were quoting 
somebody else’s or using your own. 

Mr. Heseiron. When you say we appraise it, do you mean Humble 
Oil appraised it? ' 

Mr. Baxer. That is the Humble organization, its staff, its engi- 
neers, its operators, and lawyers, our group. In these years, the in- 
dustry was characterized by recurring feasts and famines. Many 
were fearful that if the wasteful situation incident to open-flow pro- 
duction continued, we would soon run out of oil. In fact, both the in- 
dustry and the Government soon came to recognize that something 
had to be done about this condition which carried with it the danger 
of prematurely exhausting our limited petroleum resources. 

In 1924 President Coolidge took notice of these problems by creat- 
ing the Federal Oil Conservation Board, which was composed of the 
Secretaries of War, Navy, and Interior and Commerce, and by calling 
on the industry to join the Government in working out a practical 
program of conservation. About the same time, studies of conserva- 
tion were carried out by the industry’s committees, particularly by a 
committee of the American Petroleum Institute known as the Marland 
committee. 

In order to understand the conditions which existed at the time, it 
is necessary to recall a fundamental difference between oil and gas and 
such other forms of property as minerals, corps, or manufactured 
products. 

Reserves of stocks of these materials can be retained in possession, 


or can be ge oven or sold in accordance with the wishes of the owner. 


Oil, on the other hand, is a fugacious substance. When a well is 
drilled into a pool and is produced, the resultant lowering of the sub- 
surface pressure in the oil-bearing formation causes oil and gas to 
flow to that well. This flow is not confined to the region underlying 
the area owned or leased by the owner of the well, but results in sub- 
surface drainage of oil from tracts owned by others. 

Thus, a landowner had to produce the oil from the wells drilled 
on his land in order to keep from losing his oil to his neighbor. In 
the absence of an agreement between the owners of a pool or of any 
other method of enforcing ratable taking, the inevitable result was a 
mad drilling race in each new pool, in that the operator who could 
first get the most from the wells drilled could drain a proportionately 
larger part of the common underground supply. 

In order to protect one’s property in this situation, it was necessary 
to drill offset wells immnedtiabaly and to drill each tract to the same 
density as the most densely adjacent tract. In no other manner can 
an operator assure himself of a reasonable opportunity to participate 
in the production in anything like the ratio which the oil in his tract 
bore to the entire pool. It is obvious that under such a system it was 
equally necessary to produce each well to capacity. No thought could 
be given to the control of gas or water production. Underground 
waste was inevitable. 

Perhaps even more serious than the underground waste was the fact. 
that under this situation it was impossible to build up and retain oil 
reserves in the ground. Each new major pool produced a flood of oil, 
and was quickly exhausted, whether the demand for the oil existed 
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or not. Continuity of supply was contingent on the fortuitous dis- 
covery of new pools of adequate size to meet demands and no backlog 
existed or could be provided to tide over the leaner periods between 
discoveries or to meet emergencies. Prices fluctuated violently and 
development costs were excessive. The problem as it then existed 
might be phrased thus: 

In view of the tendencies toward waste, created by the competitive 
race to capture oil, the excessive costs under open-flow methods and 
the legal difficulties, could some means be devised to bring about real 
conservation? Was there a way in which these problems could be met 
so as to secure maximum oil recoveries and at the same time satisfy 
property rights and the equities of the various landowners ¢ 

At that time, very little was known of the nature and characteristic 
of oil reservoirs, reservoir pressures, and operating fields so as to 
utilize the reservoir energy effectively. Relatively little research on 
those subjects had been undertaken. It was not until it was under- 
stood that gas and water are essential both to the underground pressure 
required to cause oil to flow to the well bore and to displace oil in the 
porous formations in which it naturally occurs, that progress was 
possible in conservation underground. Once this fact was understood, 
it became obvious that increased oil recovery might be obtained if it 
were possible to control these forces as to displace the oil more thor- 
oughly from the reservoir. This situation was a very great technical! 
challenge, and it was attacked by the engineers and the geologists, 
research groups in the industry, and the Bureau of Mines, and by 
others. These studies led to the accumulation of a great knowledge 
in this field; how to utilize the energy associated with gas and watei 
underlying the oil and how to produce it more efficiently. It was de- 
termined that under wide-open production oil was produced almost 
entirely by the energy of the gas dissolved in oil or associated with it. 
in the reservoirs. The quantity of gas in any reservoir was limited. 
It escaped readily with the oil or was deliberately produced from gas 
caps and was quickly dissipated when the gas was exhausted. Oii 
production ceased through lack of an agency to maintain reservoir 
pressure and to displace the remaining oil, except that it might be 
pumped by artificial methods. 

It followed that a remedy must lie in avoiding this premature dissi- 
pation of the gas energy of the reservoir, and the retention of it in the 
reservoir as long as possible. It was found also that water, when 
available in sufficient volume to encroach naturally into an oil reser- 
voir, is frequently more effective than gas in the displacing of the oil. 
Unusually high recoveries were obtained in some fields where water 
rather than gas was the principal agency in flushing the oil. 

From these factual observations, based on recoveries from depleted 
oilfields, from coring, from secondary recovery operations and other 
approaches from actual experience in the operation of the reservoirs 
under control conditions, and from extensive research, there emerged 
a clear picture of the oil reservoir mechanics, and the manner of oper- 
ation required for efficient recovery. It was demonstrated that 
through properly controlled production a reservoir might be made to 
yield economically a higher recovery of oil. In addition it came to 
be understood that production in excess of the demand of the market 
results in physical waste, and that the drilling of unnecessary wells 
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piles up capital investments resulting in higher producing cost and 
likewise leading to physical waste. 

These were matters of real consequence to the industry and to the 
American public. Gradually operators came to be convinced that it 
was to their economic interest to produce oil and gas fields under con- 
servation practices. However, agreements among operators for im- 
proved practices were blocked by fear of prosecution under the anti- 
trust law. Also, in many fields there were some operators who were 
so intent on pursuing recovery that they would not be willing to enter 
into any agreement. 

Accordingly, there had to be some means provided to enable the man 
who wanted to produce the oil in an efficient, engineering way to do so, 
and yet recover his fair share of the oil and retain these reservoir 
energies. The conclusion thus reached called for the enactment of 
conservation laws by these various States and the exercise of the police 
power of the State. 

In the formulation of these laws and in their early administration, 
the whole group of intelligence in the industry and in State govern- 
ment was brought to bear upon it. It was tried out in the courts 
through trial and error, and by legislative enactment, and the work 
of administrative agencies, until a workable procedure might be 
evolved. The broad objective of this system is to prevent the waste 
of both oil and gas, both underground and above ground, in such 
a way as to protect the correlative rights of each owner of property 
in the reservoir, so that he could get his fair share of the oil in the 
reservoir. 

State statutes defining and prohibiting waste were passed and the 
conservation agencies began their administration. 

The technical aspects of this thing were twofold: First, they wanted 
to use the displacement agent, whether oil or water, in such a way 
that it could be conserved, to push the oil out of the reservoir instead 
of dissipate it. Second, the Hisphiconseat to be caused to proceed in 
a manner that will most thoroughly flush the reservoir of its oil 
content. And then also to prevent above-ground waste by eliminating 
unnecessary storage of oil above ground. 

This led to numerous regulations governing the location spacing, 
drilling and operation and abandonment of wells, the regulation of 
gas-oil ratios, and water-oil ratios, and the physical aspects of well 
drilling, location, and completion. However, the most important 
regulation, without which most of the others would accomplish little, 
is the restriction of the rate of production from the well, both individ- 
ual wells and from the pool. Control of production rate was absolutely 
essential to the conservation of this reservoir energy and to the efficient 
displacement of the oil and to the protection of these correlative rights. 
Normally this limitation of production is based solely on the physica] 
characteristics of the reservoir, and a factual determination of the 
maximum rate at which it can be produced efficiently. That is to say 
you try to determine what is the maximum efficient rate at which o11 
can be produced from this reservoir so that the gas will not be wasted, 
so that the water will not encroach as an irregular table and trap off 
the oil in the ground so it cannot be recovered. 

By experience and by study of the underground conditions, they 
have come to be able to determine for most fields what is that maximum 
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efficient rate, and to control the production to the maximum efficient 
rate. 

Mr. Hesevron. Did you say normally? 

Mr. Baxer. Yes, sir. 

Mr. Hesevton. I thought so. 

Mr. Baker. I come to the cases where it is not done later. I may 
say this at that point, Mr. Heselton: If you have a reserve productive 
capacity that is very substantially higher than your needs, and you 
want to preserve that reserve productive capacity for use in war, it 
is important that it be held in the ground under favorable conditions 
for its recovery later. However, when the total demand for oil from 
a State is less than the efficient producing capacity, it then becomes 
necessary in order to prevent waste, to impose a still further restric- 
tion to limit the total production to market demand. The reason for 
this latter restriction I want to discuss under the subject of market 
demand. Thus the conservation system, which has evolved as a waste 
prevention measure by the States to achieve maximum ultimate 
recovery. Its most important essential thing is the limitation of 
the production of each field to its maximum efficient rate, or to the 
market demand, whichever is lower, and the allocation of the pro- 
duction so determined among the several properties in such manner 
as to enable each owner to recover his fair share of the oil. 

The successful carrying out of the conservation program has been 
a cooperative process. It has involved the development and sharing 
of increasing technical knowledge and the combined efforts of many 
people, many agencies and persons. While as stated, the program 
rests on sound engineering and the wise exercise of the police powers 
of the State, the Federal Government has also played a cooperative 
role. The Interstate Oil Compact Commission, created by an agree- 
ment among the oil-producing States, and approved by Congress, 
does an important educational work in fostering conservation. It 
disseminates widely knowledge and information on good engineering 
practices and on good administrative practices by the conservation 
agencies of the States. The Connally Hot Oil Act, a Federal statute, 
assists the States in enforcing their laws by prohibiting the movement 
of oil produced in violation of the State regulations in interstate 
commerce, That act was one of the very important agencies enabling 
the industry to get squared away on the conservation effort in East 
Texas, when it was such an upsetting factor. 

The Bureau of Mines, by publishing estimates of demand, has been 
of very real aid to the conservation agencies of the States in under- 
taking to ascertain what that demand actually is. This system, as 
[ said at the beginning, has evolved over a period of some 30 years 
in an effort on the part of the States and the Federal Government, 
and the American Petroleum Industry, to conserve these important 
natural resources and make them available to the American public 
as and when needed to meet their civilian requirements and the neces- 
sities of war. 

I believe that a detailed examination of the methods and procedures 
used are convincing to the mind that an outstanding job has been 
done, and that the industry has performed well its function and its 
service to the American people. 

I would like to discuss this question of market demand because it 
seems to be generally misunderstood and is the occasion for consid- 
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erable criticism, particularly of the Railroad Commission of Texas 
in the administration of the conservation laws of that State. 

In order to appreciate this phase of the regulation by which you 
limit production to the market demand where the demand is less than 
the amount that can be produced at maximum efficient rates, from 
the various reservoirs, it is necessary to consider the background of 
the situation from which this need arose. During the 1920’s, partly 
as a result of the introduction of geophysical techniques discoveries 
added tremendously to our oil reserves. During the 6-year period 
from 1926 through 1931, over 14 billion barrels of oil were discovered, 
and reserves increased 9 billion barrels. The potential flood of oil 
from such fields as Yates, Hendricks, and Panhandle, Hobbs, Okla- 
homa City, Van, and finally east Texas, was so great that even if held 
below their maximum efficient rates, these fields could produce far 
more oil than was currently required or could be consumed by our 
market. 

The east Texas field alone could produce well over a million barrels 
aday. Limitation of production to market demand was an outgrowth 
of that surplus. The situation could not be dealt with in any other 
fashion. Had it not been invoked, some fields would have been closed 


down. Stripper wells would have been abandoned by the thousands. 
Unratable taking causing hardship and waste would have resulted, 
and the entire system of conservation then actively developing would 
have been in serious danger of collapse. 

In spite of many mistakes, and in spite of the difficulties encoun- 
tered, the progress that has been made is really outstanding. You 


have only to contrast the situation at the east Texas field and many 
of our other large fields which now produce over a longer period 
under their own reservoir power in contrast to the large fields that 
were brought in before which were produced at capacity open-flow 
rates, thus dissipating the reservoir energy, and leaving a very sub- 
stantial part of the oil in the ground, to realize that this is a matter 
of very real consequence. 

The real questions that you get into in considering this market 
demand are: Why is it necessary to restrict production to market 
demand? I know some of the members of this committee have had 
that in mind in connection with some of their questions. And what 
bearing does it have on physical waste? And is it in the public 
interest to restrict the production to market demand ? 

The basic reason for limiting production to market demand is that 
to prevent physical waste it is necessary, concurrently, to provide a 
system of ratable taking. From bitter experience developed over years 
of trial and error, it has been demonstrated that wade conditions 
when the demand for oil is less than that which can be produced at 
maximum efficient rates, a conservation agency cannot bring about 
ratable taking unless it has the authority to limit production to the 
demand. 

Now, the reason for that ought to be fairly obvious. Market de- 
mand means simply the current consumptive demand. It is the oil 
that the purchasers are willing to buy. If the allowable production 
from a pool exceeds that which the purchasers are willing to take, the 
burden of assuring ratable takings and protecting correlative rights 
- is shifted from the conservation agency to the purchasers. 
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I would like to use just a simple case to illustrate and bring home 
what is really involved in this procedure. Because of the reduction 
of demand, the principal purchasers of oil in one of the fields in north 
Texas, in 1938, began refusing to make connections to new leases, but 
continued to run oil from the wells on the leases to which they already 
had connections. The allowable production was approximately 21,500 
barrels a day, and the oil actually being purchased by purchasing 
companies was about 3,000 barrels a day less. As a resuit, with the 
drilling program in operation, the number of unconnected wells in- 
creased, and by August three purchasing companies prorated their 
purchases and took substantially less than the allowable from the wells 
to which they were connected, including their own. By October, in 
addition to the unratable production incident to a large number of 
unconnected wells in the field, they had this system of prorating. One 
company was taking a hundred percent of the allowable, 2 companies 
were taking 80 percent of the allowable, and 1 was taking 65 percent 
of the allowable, and a great number of wells were wholly unconnected 
and had no participation in the market in any way. 

Now, this situation resulted in two things: It resulted in the small 
producer without markets have no outlet, and it resulted in some pro- 
ducers recovering the oil from other producers by draining it from 
their land into the wells that were being produced at a higher rate. 
It also led to the trapping off of oil in the sands and the waste of oil 
underground which could not be recovered. 

I was interested, Mr. Heselton, in your question yesterday about 
what would happen if the Railroad Commission of Texas had not cut 
the allowable but had permitted all oil within the reserve-producing 
capacity to be produced. 

oday, as a part of the effort of the industry to secure this million 
barrels of reserve-producing capacity for national defense, we have 
in Texas the ability to produce within maximum efficient rates several 
neers thousand barrels a day of oil beyond what the market will 
absorb. 

If the Railroad Commission of Texas were to raise the allowable 
in Texas by, we will say, 400,000 barrels in its order for the month of 
Angust, what would be the result? That is the question that was 
asked. 

The result would be substantially this: that the purchasing com- 
panies would not have a need for that oil and could not take it. They 
would have no place where they could move it. It would result that 
some would produce the allowable and store it. Some wells would be 
shut in. Many of the purchasers would have to put in purchaser 
proration in certain fields, and some would be taking oil away in vary- 
ing amounts, 25, 50, 75, 80, or 100 percent, depending upon their 
requirements. 

he result would be a situation vastly greater in ill effects than the 
situation which I described here in the north Texas field. We would 
have a chaotic situation of unratable taking and underground waste. 
But, by the railroad commission restricting it to the market demand 
under these conditions, all wells are connected by pipeline to markets 
and we still have the fields being produced ratably and without waste. 

Because oil and gas do not remain confined underground by lease 
boundaries, unratable takings result, inevitably, in the drainage of oil . 
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and gas from one property to another, thus, correlative rights cannot 
be protected under such conditions. 

In spite of efforts by purchasers to be fair, inequities result. It is 
not the major producer who is usually hurt by this condition. Rather, 
it is the independent producer, usually the one with a few wells who 
has no pipeline and no alternative market, if the purchaser to whom 
he is connected is unable to take his allowed production. Thus, re- 
striction of production to market demand is essential to protect the 
small, independent producer, to assure the protection of his correlative 
rights. It is a system which takes from the purchasers the allocation 
of production, within pools and among pools, and places it where the 
responsibility properly belongs-—in the hands of the State conser'va- 
tion agency. 

Under the conditions when the allowed production exceeds the de- 
mand, the producer without a connection or with a connection to a 
purchaser who is unable to take the permitted production, suffers 
drainage to the leases of those more favorably situated. This causes 
irregular and improperly distributed withdrawal, resulting in irreg- 
ular encroachment of water and gas and inefficient displacement of oil 
and gas from the reservoir, and this is physical waste. Conditions 
vesulting from unratable taking, therefore, results directly in under- 
ground waste. 

I think I have gone far enough, Mr. Chairman, with the description 
of this matter of regulation to market demand to show the necessity 
in any conservation program of dealing with this problem in this way 
and also as an essential matter to the maintenance of any kind of a 
reserve productive capacity to enable us to meet the emergencies of 
war. 

Congressman Thornberry, I am sure, from his residence in Austin, 
and his acquaintance with many of the extremely unfortunate situa- 
tions that we have had develop in that area, which is producing such 
a substantial part of our production, and which has such a substantial 
part of our reserves, realizes the importance of this point. 

I would like to say, too, that the matter of regulating to market 
demand is not always an easy one. It is difficult for the conservation 
agency always to determine what is the actual market demand. I may 
say this, that I think the Railroad Commission of Texas, in recent 
years, has done a very remarkable job in actually determining what 
the market demand is and actually establishing its production rates 
at near that. 

Their performance from month to month in this regard has been 
very good. For example, in the year 1951, the allowable in Texas, 
while they varied month by month a little from the market demand, 
actually were something like 10,000 barrels a day above the actual 
market demand, which is really remarkable as an achievement. 

In 1952, while from month to month they varied, sometimes above 
and usually above, and sometimes below, they were within 29,000 
barrels a day of actual market demand over the year in fixing the rate 
of production, in an attempt to fix their rate of production at market 
demand. 

I think it should be understood that the allowable production fixed 
by the commission is higher than the actual production from the leases. 
That comes about from a number of occurrences. In the first place, 
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wells are worked over. Operators run into physical difficulties. 
Some wells don’t actually make their allowables. Actual production 
is always below the allowable. At leases go down, they are not made 
up by other leases in a field, and that leads to shortages, and the allow- 
able is deliberately fixed at such a figure as will in the commission’s 
judgment give an actual production of what they think the demand 
will be. During the first 6 months of 1953 the actual production has 
been a little under the actual demand, by 21,000 barrels a day. But 
this is a natural thing under the trial-and-error method, and as an 
offset to the accumulation in the preceding year, the preceding 2 years 
in fact, when the allowable was a little bit above the actual demand. 

Actually, during the first 6 months of 1953 the Railroad Commis- 
sion’s allowables in Texas have been 21,000 barrels a day below the 
actual demand. That is pretty accurate as a piece of work on the 
whole. 

I would like to conclude these discussions by saying that it must 
be clear, of course, that the regulation of production to market demand 
does have an influence on price. The regulation to maximum efficient 

rates has an influence on price, also. We must rec ognize that. The 
regulation to market demand has had the effect and the whole conserva- 
tion effort has had the effect, over a period of years, of lowering costs 
and, therefore, lowering price. It has had the effect of stabilizing 
the oil industry, lowering the costs of producing oil, and, therefore, 
has been a benefit to the American public from the standpoint of price 
as well as from the standpoint of steady, continuous supplies to meet 
the increasing demands and to meet the national welfare. 

I want to point out that limitation to maximum efficient rates and 
limitations to market demand has never been a price fixing device. 
It does not operate in that way. All you have to do is to look at the 
price changes that have occurred since market demand began to be 
employed in the early thirties to see the variations in price that have 
come about over that period of time. The forces of demand and 
supply are still operating, and still determine the price. But the wide 
fluctuations that we had under a wide-open system of production, are 
no longer with us, and we do not have the feast and the famine that 
we had before. We have a continuing supply with a stable industry 
that is affording steady employment and is contributing to the w elfare 
of the country by meeting its needs for oil at low prices. 

Mr. Chairman, I wish to express my appreciation to you and to the 
other members of the committee for permitting me to enter into this 
discussion of this aspect of the matter. I believe it is of very real 
importance. I hope that what I have said may throw some light upon 
some of the questions that some members of the committee have had in 
their minds in connection with the effect of the conservation procedures 
upon crude-oil prices and upon product prices. 

Now, as I stated, I have prepared and written down answers to the 
17 questions which the chairman has propounded, and have delivered 
them to the clerk. I am prepared to discuss those. 

The Caamman. I believe the committee prefers to put that into the 
record. I wil! read the questions and then you read your answers. 

Mr. Baker. Yes, sir. 

The Cuarrman. We will get this started and I think we will have to 
recess. But to get it that and show you the plan I have in mind, 
I will read this first question and I would like to have your answer. 
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Do the increased prices truly reflect the operation of normal market 
factors of demand and supply or are they the result of other causes ‘ 

Mr. Baker. My answer to that is that the increased prices reflect 
the operation of normal market factors of swpply and demand in- 
fluenced more particularly in this instance by the long-range effect of 
continually increasing costs since the last general increase in December 
1947, more than 5 years ago. 

The Cuatrman. I have comments that I expect to make on your 
answers. But I will not take the time of the committee to do it at this 
point. I will continue with the questions and get your answers in the 
record, in continuity. 

Two, was an invitation for someone else to start these price in- 
creases issued last May by our biggest oil company? I have reference 
there, of course, to the Rathbone statement. 

Mr. Baxer. I would attach no unusual significance to the state- 
ment of Mr. Rathbone last May regarding prices. It has been gen- 
erally known in the industry that price adjustments on crude oil 
and products were in order, considering the increased prices that 
have occurred for other commodities since the last general increase 
in crude oil and petroleum product prices, and in view of the very 
substantial increases in costs in all branches of the petroleum indus- 
try, particularly for exploration and production. The annual re- 
ports of a number of companies made this spring call pointed attention 
to the problem. 

The CHarrman. How would it happen that when one company 
initiated a price increase, all the others so quickly followed suit? 
Was this an expression of free competition ¢ 

Mr. Baxer. The economics of the petroleum industry has justified 
price increases over a considerable period of time. This fact was 
well known to all the students of the conditions in the industry and 
to the managements of the companies engaged in petroleum opera- 
tions. Since the economic forces affect all operators engaged in the 
business, it is not surprising under the conditions existing that a price 
change upward would in general be followed. 

However, the initial price increase has not been uniformly fol- 
lowed by others. For example, the crude price advance by Phillips 
was a flat 25 cents per barrel. Humble’s price changes varied from 
10 cents a barrel to 35 cents a barrel, with 25-cent and 30-cent prices 
as intermediates, and a 22-cent price, I may add. In several in- 
stances, changes were made by those who posted prices before a gen- 
eral market price for each grade of crude was established. I may 
and there, Mr. Chairman, in Louisiana, south Louisiana, some com- 

anies posted a price of 35 cents for the crude from some fields fol- 
owing our posted price of 35 cents for the Hastings grade. Some 
others posted a 30-cent price. After a time, all of them came to the 
30-cent price. 

I am not familiar with product price changes for the country as 
a whole. In the State of Texas, the increase in the tank-wagon prices 
named by different marketers has varied as a result of competitive 
factors and some adjustments have been made subsequent to initial 
announcements of increases. 

For example, we published a seven-tenths cent per gallon tank- 
wagon price advance in general with certain additions for differences 
in transportation costs. Most of the other companies did not publish 
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the seven-tenths cent increase; they published a 1-cent tank-wagon 
advance. Since that time, some of those who published the 1-cent 
advance have dropped back to the Humble’s seven-tenths of a cent. 
The thing is in a stalemate right at the moment as to what will be 
the resulting market price. Tank-wagon prices have not yet stabilized. 

I would like to add this further thought, if I may, to this question 
which has been in the mind of the chairman. If a price advance 
made by one marketer is a sound advance, and is interpreted to be 
sound by the other marketers in the business who are in competition 
with him, chances are very good that they will meet that price. If 
they are in doubt about its soundness, some of them may refuse to 
advance, and some may advance less, and some may advance more. 

As a result of the interplay of these forces affecting supplies, they 
settle out at some price. Somebody wins out in the battle. It just 
does not happen that they always follow each other. 

I would like to point out that in the case of these crude advances, 
after Humble made different advances for different grades of crude, 
for the most part the market settled out at the prices which had 
been named by Humble and not at the 25-cent price advance which 
had been made by Phillips. The competitive factors in the market, 
the interpretation of what the market should be by these various 
purchasers, finally settled the market out at a varied scale of advances 
ranging from 10 cents a barrel to 35 cents a barrel. 

Mr. Harris. With the chairman’s permission, on that point a news- 
paper article this morning stated that in the course of the hearings 
yesterday that the retail price of gasoline in some areas had gone 
up as much as 3 cents per gallon since this increase. Do you know 
of any particular place in the country where the retail sale in the 
price of gasoline has increased to that extent? 

Mr. Baker. No. 

The CHatrman. To complete that picture, do you know of any 
as wth it has decreased as a result of the increased price for 
crude 

Mr. Baxer. No, sir; I don’t know that. I think it is a perfectly 
natural thing, Mr. Chairman, that the increased cost to the refiner 
would be reflected in the increased price of his product. 

The Cuarmman. I do not want to get into a period of questioning 
you. While your statement has answered many questions, it has 
created many questions in my mind. I assume that is true with 
respect to the other members. I am accepting these answers that 
you are giving not because I personally agree with the answer that 
you are making, and I may want to question you about. If we get 
started on questioning each answer that you make, I doubt if we will 
have the record in the shape we would like it. I am refraining, and 
I hope other members except for purpose of clarification will likewise 
refrain, so we can get your story as connected and as continuous as 
it is possible to do. 

Mr. Baxer. Do you object if I supplement any of these answers 
in the statement in the light of the discussion that is being had? 

The Cuamman. Certainly not. } 

It is about half-past 12. The committee will adjourn until 2 o’clock. 

(Mr. Baker was granted permission to insert the following speech 
in the record :) 
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(By Hines H. Baker, president, Humble Oil & Refining Co.) 


Being the substance of an address delivered before the spring meeting of the 
southwestern district, American Petroleum Institute, Division of Production, 
at Galveston, Tex., on March 10, 1949 


The petroleum industry has to its credit no single accomplishment as out- 
standing as that achieved in oil and gas conservation. The system now in exist- 
ence, resting on the exercise of the police power of the States and on the appli- 
cation of fundamental engineering principles, has been evolved in the short 
period of 30 years. It has proved to be an effective solution of a problem of 
paramount importance not only to the industry but to the public and the Nation 
as a whole. 

Recently, however, this system of conservation has been the subject of attack. 
In a report issued January 31, 1949, by the special Senate committee (referred 
to as the Wherry committee) investigating the problems of small business, the 
charge is made that the conservation laws of the States control the quantity 
of oil that reaches the market and thus automatically control price. Defining 
a monopoly as “control of a product both as to quantity allowed to reach the 
market and price,” the report classes the petroleum industry as a monopoly. It 
is charged as being “supported on a tripod, the first leg being the proration laws 
of the oil-producing States, the second being the Federal Government in the 
form of legislation, and the third being the large oil companies and oil producers.” 

A number of sweeping changes in the existing system of conservation are sug- 
gested. It is urged that upon the establishment of “true conservation practices,” 
the limitation of production to market demand be abandoned; that the Bureau 
of Mines be prohibited from making forecasts of demand; that Congress investi- 
gate the interstate oil compact to determine whether authority for it should be 
repealed or restricted ; and finally that the Connally Hot Oil Act (which prohibits 
the movement in interstate commerce of the oil produced in violation of State 
laws and regulations) be amended so as not to apply where proration to market 
demand is undertaken. 

Such a broadside against the existing system of petroleum conservation cannot 
be taken lightly. Calling, as it does, for a revision of State conservation prac- 
tices and for abandonment of the principle of limiting production to market de- 
mand, the report is an attack on fundamentals. Accordingly, it seems desirable 
to reappraise the program of conservation presently in effect, to determine and 
evaluate what has been accomplished under it, and to point out what remains 
to be done. By such reevaluation, we should be able to determine whether there 
is any truth in the charges made by the report or whether further progress in 
petroleum conservation lies in the direction of continuing the existing system 
and further perfecting it. Moreover, regardless of the charges made, it is a good 
thing from time to time to reevaluate and reappraise any development in the 
industry as important as conservation. 


EVOLUTION OF THE PRESENT SYSTEM 


The movement which has evolved into the present-day practices of petroleum 
conservation is only about 30 years old. It began after the close of World War I 
when the automobile began to assume an important place in our daily lives. 
The growth of the automotive industry led to sharp increases in the demand for 
gasoline and crude oil. Responding to this need, the oil industry drew into its 
organization the necessary technical staffs and within a short time substituted 
scientific methods for the old haphazard method of exploration. Rapid progress 
was made; within a few years oil production greatly increased and soon the 
open-flow capacity of the wells was greatly in excess of the demands of the 
market. But the oversupply was only temporary. In these years the industry 
was characterized by recurring periods of feast and famine. Many were fearful 
that if the wasteful situation incident to open-flow production continued, we 
would soon run out of oil. In fact, both industry and Government soon came 
to recognize that something had to be done about this wasteful condition, which 
carried with it the danger of prematurely exhausting our limited petroleum 
resources. In 1924, President Coolidge took notice of these problems by creating 
the Federal Oil Conservation Board (composed of the Secretaries of War, Navy, 
Interior, and Commerce) and by calling on industry to join with Government 
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in werking out a practical program of conservation. At about the same time, 
studies of conservation were carried out by industry committees, partciularly by 
a committee of the American Petroleum Institute known as the Marland 
committee. 

In order to understand the conditions which existed at that time, it is nec- 
essary to recall a fundamental difference between oil and gas and such other 
forms of property as minerals, crops, or manufactured products. Reserves or 
stocks of these materials can be retained in possession or can be produced or 
sold in accordance with the wishes of the owner. Oil, on the other hand, is a 
fugacious substance; when a well is drilled into an oil pool and is produced, 
the resultant lowering of the subsurface pressure in the oil-bearing formation 
causes oil and gas to flow to that well. This flow is not confined to the region 
underlying the area owned or leased by the owner of the well, but results in 
subsurface drainage of oil from tracts owned by others. Thus a landowner had 
to produce the oil from wells drilled on his land in order to keep from losing his 
oil to his neighbor. In the absence of an agreement between the owners of a 
pool or of any other method of enforcing ratable taking, the inevitable result 
was a mad drilling race in each new pool, in that the operator who could first 
get the most wells drilled could drain a proportionately larger part of the com- 
mon underground supply. In order to protect one’s property under such a situa- 
tion, it was necessary to drill offset wells immediately and to drill each tract 
to the same density as the most densely drilled adjacent tract. In no other 
manner could an operator assure himself a reasonable chance to participate in 
the production in anything like the ratio which the oil under his tract bore to 
that in the entire pool. It is obvious that under such a system it was equally 
necessary to produce each well to capacity. No thought could be given to con- 
trol of gas or water production. Underground waste was inevitable. Perhaps 
even more serious than the underground waste was the fact that under this situ- 
ation it was impossible to build up and retain oil reserves in the ground. Bach 
new major pool produced a flood of oil and was quickly exhausted, whether a 
demand for the oil existed or not. Continuity of supply was contingent on the 
fortuitous discovery of new pools of adequate size to meet demands, and no 
backlog existed or could be provided to tide over lean periods between discov- 
eries or to meet emergencies. Prices fluctuated violently and development costs 
were excessive. 

The problem as it then existed might be phrased thus: In view of the tenden- 
cies toward waste created by the competitive race to capture oil, the excessive 
costs under open-flow methods, and the legal difficulties, could a system be de- 
vised to bring about conservation? Was there a way in which these problems 
could be met so as to secure maximum oil recoveries and at the same time sat- 
isfy the property rights and equities of the various landowners? 

At that time very little was known of the nature and characteristics of oil 
reservoirs, of reservoir pressure, and of operating oil fields so as to utilize the 
reservoir energy effectively. Relatively little research on those subjects had 
been undertaken. It was not until it was understood that gas or water is eSsen- 
tial both to maintain the underground pressure required to cause oil to flow to 
a well bore, and to displace oil from the porous formations in which it naturally 
occurs, that progress was possible in conservation underground. Once this fact 
was understood it became obvious that increased oil recovery might be obtained 
if it were possible so to control the action of gas and water as to cause them to 
displace oil more thoroughly from a reservoir. This problem was a technical 
challenge; it was attacked in the field and in the laboratory by geologists, en- 
gineers, and research groups of the industry, the United States Bureau of Mines, 
and others. 

Study of these questions resulted in the accumulation of a considerable volume 
of knowledge dealing with the nature of oil and gas reservoirs, how to utilize 
the energy of the gas associated with oil and of the water underlying it, and 
how to produce more efficiently. It was found that unregulated production was 
leaving in depleted oil reservoirs more oil than was recovered. The cause was 
determined: under wide-open production oil was produced almost entirely by 
the agency of gas dissolved in the oil or associated with it in the reservoir. 
The quantity of this gas in any reservoir was limited; it escaped readily with 
the oil or was deliberately produced from gas caps and was quickly dissipated ; 
when the gas was exhausted, oil production ceased through lack of an agency 
to maintain reservoir pressure and to displace the remaining oil. It followed 
that a remedy must lie in avoidance of premature dissipation of gas and retention 
within the reservoir of as much of it as possible. 
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It was found, also, that water when available in sufficient volume to encroach 
naturally into an oil reservoir is frequently much more effective than gas in 
displacing oil, Unusually high oil recoveries were obtained in some fields where 
water rather than gas was the principal agency in effecting oil displacement. 

From these factual observations, based on recoveries from depleted oil pools, 
coring, secondary recovery operations, and other approaches; from actual experi- 
ence in the operation of reservoirs under controlled conditions; and from 
extensive research, there emerged a clear picture of oil reservoir mechanics and 
the manner of operation required for efficient oil recovery. It was demonstrated 
that through properly controlled production, a reservoir might be made to yield 
economically a higher ultimate oil recovery. In addition, it came to be under- 
stood that production in excess of the demands of the market results in physical 
waste and that the drilling of unnecessary wells piles up capital investments, 
resulting in higher producing costs and likewise leading to physical waste. 

Gradually, operators came to be convinced that it was to their economic interest 
to produce oil and gas fields under conservation practices. However, agree 
ments among operators for improved practices were blocked by fear of prosecu- 
tion under the antitrust laws. Also, in many fields there were some operators 
who were intent on pursuing every advantage under the rule of capture. Accord 
ingly, some means had to be provided by which the operator who wanted to 
produce in accordance with good practices could do so and have protection 
against the operator who wanted to drill as many wells as possible and produce to 
capacity. It became apparent that regulation was necessary to protect the 
public interest against waste of a one-crop resource. 

The conclusions thus reached called for enactment of conservation laws by 
the oil-producing States. In the formulation of these laws and in their early 
administration, the oil executive, the technologist, the engineer, the lawyer, the 
legislator, tlre conservation administrator, and the courts all made outstanding 
contributions. By a combination of talent and effort, by the development and 
application of increasing engineering knowledge and new procedures, and after 
an extended period of trial and error and tests in the courts, the system of oil 
conservation—the workable system we have today—came into being. 

The broad objective of this system is to prevent the waste of oil and gas, both 
under and above ground, in a manner which protects the correlative rights of 
the property owners. State statutes defining and prohibiting waste form its 
foundation; it is administered by State conservation agencies through appro- 
priate rules and regulations. The technical basis for this regulation by the States 
to prevent waste may be summarized briefly as follows: 

To prevent underground waste of oil, two fundamental conditions must be 
obtained : 

First, the displacing agent, either gas or water, must be conserved. 

Second, the displacement must be caused to proceed in the manner which will 
most thoroughly flush the reservoir of its oil content. 

To prevent surface waste of oil, storage must be kept to a minimum. 

Numerous regulations governing the location, spacing, drilling, operation, 
and abandonment of wells, and regulating gas-oil and water-oil ratios are pro- 
vided to achieve these ends. However, the most important regulation, without 
which most of the others would accomplish little, is restriction of the rate of 
production, of both individual wells and pools. Control of production rate is 
absolutely essential to conserve reservoir energy, to effect efficient oil dis- 
placement, and to protect correlative rights. Normally, this limitation of pro- 
duction rate is based solely on the physical characteristics of each reservoir and 
a factual determination of the maximum rate at which it can be produced 
efficiently. However, when the total demand for oil from a State is less than 
the efficient producing capacity, it then becomes necessary in order to prevent 
waste to impose a still further restriction to limit the total production to market 
demand, The reasons for this latter restriction will be considered in more de- 
tail later, where it will be shown that it is not only necessary for the direct 
prevention of physical waste but is essential for the protection of correlative 
rights and the proper functioning of other waste-prevention measures. It 
should be borne in mind that limitation of production to market demand has 
application only when holding production to the maximum efficient rate will not 
prevent waste. 

Thus, the conservation system which has eyolved is one of regulation by thé 
States to prevent waste and to achieve greater ultimate recovery. Its most im- 
portant essential is limitation of the production of each field to the maximum 
rate at which it can produce efficiently, or to its share in the reasonable market 
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demand, whichever is the lesser, and allocation of the production so determined 
among the several properties in such manner as to enable each owner to recover 
his fair share. 

The successful carrying out of the conservation program has been a coopera- 
tive process. It has involved the development and sharing of increasing tech- 
nical knowledge and the combined efforts of many persons and agencies. While, 
as stated, the program rests on sound engineering and the wise exercise of the 
police powers of the States, the Federal Government, also, has played a coopera- 
tive role. The interstate oil compact, created by an agreement among the oil- 
producing States, and approved by Congress, does important educational work 
in fostering conservation. The Connolly hot-oil law, a Federal statute, assists 
States in enforcing their laws by prohibiting the movement in interstate com- 
merce of oil produced in excess of States allowables. And finally, the Bureau 
of Mines, a Federal agency, publishes factfindings of market demand which are 
useful to State agencies in determining State allowables. All of the parts are 
necessary to the operation of the whole; none can be dispensed with. 


PROGRESS IN OIL CONSERVATION 


As has been said, the system of oil conservation that exists today has been 
developed over an extended period through a process of learning and cooperative 
effort, and reevaluation of techniques. But along the way, in the evolution of 
principles, in the development of improved techniques, through the applica- 
tion of scientific methods and through costly trial and error, many specific ac- 
complishments have been made. For example, there will be considered the ac- 
complishments on such highly significant subjects as the conservation of reservoir 
energy and determination of maximum efficient rates of production, allocation 
formulas, well spacing, and the problem of limiting production to market demand. 


Conservation of reservoir energy and determination of M. BE. R.’s 


Conservation of reservoir energy is accomplished through two means: first, 
by conserving the gas and water which are the sources of energy, and, second, 
by controlling the rate of production, which regulates the efficiency of displace- 
ment. Control of gas and water is accomplished in part through proper well 
completion, through selective restriction of the production of those wells which 
individually produce with excessive gas-oil or water-oil ratios, and through 
the return of gas or water to the producing reservoir, All of these approaches 
are followed extensively. For example, in the east Texas field, water produced 
with the oil is currently being injected into the reservoir at the rate of 500,000 
barrels per day for maintenance of pressure. 

It has been found that displacement efficiency is highly dependent upon the rate 
of oil production. The maximum rate of production of oil which can be toler- 
ated in a particular reservoir without material loss of ultimate recovery is called 
the maximum efficient rate, or M. E. R. It is possible through the technical 
study of a reservoir and its operation to determine the type of displacement and 
the rate at which the displacement process is able to proceed wtih the greatest 
ultimate recovery of oil. If the rate of oil production appreciably exceeds this 
amount, ultimate recovery is adversely affected. Furthermore, excessive rates 
of production will not only adversely affect efficiency of displacement but will 
defeat efforts to conserve gas or water within the reservoir. On the other hand, 
rates of production lower than the maximum efficient rate usually yield but 
slight increment increases in ultimate oil recovery. 

Although for some time the M. E. R. has been recognized as an engineering 
principle, it is only recently that technical progress has advanced to the point 
where quantitative determinations may be made for individual fields. The 
State of Texas has taken an aggressive lead in determining M. E. R.’s for the 
various fields in the State. Except for the years 1944 and 1945, annual hearings 
for the establishment of M. BE. R.’s in all proratable fields have been held since 
1948. Other M. EB. R. hearings are held at intervals as the need arises. 

In Mississippi, statewide rules provide for the establishment of M. E. R.’s 
for all pools and initial hearings are planned for the near future. The problem 
has likewise been recognized by other States and progress is rapidly being made. 
Allocation formulas 

It is a necessary function of administration under a conservation law to allo- 
eate production from a pool so that each operator may obtain his fair share. 


Unless the production is so allocated, nonratable withdrawals result, causing 
physical waste through irregular encroachment of gas and water and inefficient 
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displacement of oil from the reservoir. Moreover, improper allocation formulas 
frequently lead to unnecessary drilling and tend to create a pressure for ex- 
cessive production from individual tracts. Toward the goal of more perfect al- 
location formulas much progress has been made, particularly in the past 20 
years. 

The best proof of this progress is seen in an examination of the various types 
of allocation formulas used by conservation agencies, particularly in the trend 
away from the use of wells and potentials alone and in favor of acreage and 
reserves as dominant factors therein. 

Table I attached shows the various types of formulas which have been em- 
ployed in the State of Texas since 1931. From this table it appears that in re- 
cent years the great majority of these formulas have used acreage plus wells 
to the exclusion of other factors as a basis for allocation. 

In Louisiana a majority of the special field rules dealing with allocation pro- 
vide for the use of acreage or, in a few cases, for a combination of acreage and 
pressure. The statewide rules of Mississippi provide for allocation on the basis 
of acreage. The State of New Mexico is predominantly on the basis of acreage 
proration. 

Well spacing 

The drilling of more wells than are necessary to drain an oil reservoir not 
only greatly increases production costs, thus leading to economic waste, but also 
creates pressure for an excessive rate of production, which ultimately leads to 
physical waste. 

Although progress in proper well spacing has not advanced as rapidly as in 
other aspects of conservation, nevertheless it has been substantial. With a few 
exceptions, fields in which there is a close spacing of wells are things of the 
past. A brief review of what has been accomplished by the industry and the 
conservation agencies is interesting. 

Previous to 1920, oilfields were frequently drilled to a density of more than 
1 well to 5 acres. A number of the gulf-coast fields in Texas, such as Spindletop, 
Sour Lake, Batson, Humble, and Goose Creek, were even drilled to a density of 
1 well to 1 or 2 acres. Contrasted with this close spacing, new fields in Texas, 
Louisiana, Mississippi, and New Mexico are now frequently developed on a pat- 
tern of 1 well to 40 acres, and sometimes 80 acres. Many gasfields are being 
developed with 1 well to 640 acres or more. 

The savings resulting from wider spacing have been tremendous. In 1948, 
approximately 9,500 oil wells were completed in the 4 States mentioned. If the 
average spacing had been the same as that in effect in many of the older fields, 
over 100,000 additional wells would have been required to develop the same 
acreage. Had such a number of wells been drilled, the resultant additional cost 
to the industry, and hence to the public, would have been in the billions of do] 
lars, or several dollars per barrel for the oil produced in those States during 
1948. Obviously, steel supplies would have been inadequate for these addi- 
tional wells. If the wells which actually were drilled had been so closely spaced, 
only a fraction of the reserves would have been developed and either wasteful 
production rates or an oil shortage would have resulted. 


Market demand 


Another respect in which outstanding progress has been made is in limiting 
production to market demand. In order to appreciate this phase of progress, 
it is necessary to consider briefly the background of the situation from which the 
need for this limitation arose. During the 1920’s, partly as the result of the 
introduction of geophysical methods into exploration, sensational discoveries 
added tremendously to our oil reserves. During the 6-year period 1926 through 
1931, over 14 billion barrels of oil were discovered and reserves increased 9 bil 
lion barrels. The potential flood of oil from such fields as Yates, Hendrick, the 
Panhandle, Hobbs, Oklahoma City, Van, and finally east Texas was so great that 
even if held well below their maximum efficient rates, these fields could produce 
far more oil than was currently required or could be absorbed by the market. 
The east Texas field alone could produce well over a million barrels per day. 
Limitation of production to market demand was an outgrowth of that surplus; 
the situation could not be dealt with in any other fashion. Had it not been 
invoked, some fields would have had to close down; stripper wells would have 
been abandoned by the thousands; unratable taking, causing hardship and waste, 
would have resulted ; and the entire system of conservation then actively develop- 


36179—54 20 





300 PETROLEUM STUDY 


ing would have been in serious danger of collapse. In spite of many mistakes 
and in spite of the difficulties encountered, the progress which has been made 
is outstanding. One has but to contrast the east Texas field, Yates, Van, Conroe, 
and many others, their sustained ability to produce after 20 years or so of 
steady production without waste, with such fields as Powell, Wortham, and 
others of a slightly earlier period, whose reserves were largely exhausted in a 
few short years, to see the tangible results of this progress—its tremendous 
importance to the entire conservation movement. 

Since this aspect of conservation has been singled out by the Wherry report 
for special criticism,’ being pointed to as a price-fixing device having little or 
no relation to the prevention of physical waste, it is considered particularly 
essential that the true facts regarding it be understood. 

The essential questions are: Why is it necessary to restrict production to 
market demand? What bearing does it have on physical waste? Is it in the 
public interest? 

The basic reason for limiting production to market demand is that to prevent 
physical waste it is necessary concurrently to provide a system of ratable taking. 
From bitter experience, developed over years of trial and error, it has been 
demonstrated that under conditions when the demand for oil is less than that 
which can be produced at maximum efficient rates, a conservation agency cannot 
bring about ratable takings unless it has the authority to limit production to 
the demand. The reason for this is fairly obvious. Market demand means 
simply current consumptive demand. It is that oil which purchasers are will- 
ing to buy. If the allowed production from a pool exceeds that which purchasers 
are willing to take, the burden of assuring ratable takings and protecting cor- 
relative rights is shifted from the regulating agency to the purchasers. 

To illustrate the difficulties involved, the case history of one field may be of 
interest. Because of a reduction of demand, the principal purchasers of crude 
oil in a field in north Texas early in May 1988 began refusing to make connec- 
tions to new leases but continued to run oil from new wells on leases to which 
they were already connected. The allowable production was approximately 
21,500 barrels per day and the oil actually being moved by the purchasing com- 
panies was approximately 3,000 barrels less than this amount. As a result, 
with a drilling program in operation, the number of unconnected wells increased 
and by August three purchasing companies prorated their purchases and took 
substantially less than the allowable from the wells to which they were con- 
nected, including their own. By October, in addition to unratable production 
incident to a large number of unconnected wells in the field, the following 
program of purchasing was in effect as applied to connected wells: one company 
was taking 100 percent of allowable, another taking 65 percent of allowable, a 
third taking 80 percent of allowable, a fourth taking 75 percent of allowable, and 
still another taking 80 percent of allowable. This situation resulted in a con- 
fused state of unratable production and inequitable participation by producers 
in the market. 

Because oil and gas do not remain confined underground by lease boundaries, 
unratable takings result inevitably in drainage of oil and gas from one property 
to another. Thus, correlative rights cannot be protected under such conditions. 
In spite of efforts made by purchasers to be fair, inequities result. It is not 
the major producer who is usually hurt by this condition. Rather, it is the 
independent producer, usually the one with but a few wells, who has no pipeline 
and no alternative market if the purchaser to whom he is connected is unable to 
take his allowed production. Thus, restriction of production to market demand 
is essential to protect the small, independent producer, to assure the protection 
of his correlative rights, It is a system which takes from the purchasers the 
allocation of production within pools and among pools and places it where the 
responsibility properly belongs, in the hands of the State conservation agency, 

Under conditions when the allowed production exceeds the demand, the pro- 
ducer without a connection, or with a connection to a purchaser who is unable 


*The report states: “True conservation practice would require the gas produced in the 
production of ofl to be returned to the underground to restore pressure, or used commercially, 
or close in the wells. With such a program of true conservation the amount of oil a given 
owner desired to bring to the surface and sell on the market should be left in the well oper- 
ator’s discretion. Once true conservation practices are established and enforced, hll market 
demand or proration factors should be abolished.” 

It completely ignores correlative rights and most elements that cause waste. If its recom- 
mendations were adopted, ratable taking and allocation of production would be eliminated. 
It is obvious that such a program (if it can be called that) offers no workable alternate to 
the present conservation system. 
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to take the permitted production, suffers drainage to the leases of those more 
favorably situated. Such causes irregular and improperly distributed with- 
drawals, resulting in irregular encroachment of water and gas and inefficient 
displacement of oil and gas from the reservoir. This is physical waste. Condi- 
tions resulting from unratable takings, therefore, result directly in underground 
waste. 

The producer without a connection has but one other recourse; he may erect 
storage and produce his allowed production into such storage. However, this 
expedient is economically unsound; it should not be necessary under a properly 
regulated system. As a practical matter it is usually not feasible to build storage 
for short periods of slackening demand, and it has long since been shown that 
excess surface storage leads to an economic burden on the industry, which in 
the final analysis is against the public interest. Furthermore, because of the 
volatile nature of crude oil, surface storage is inherently wasteful. Accordingly, 
one element of sound conservation is that surface storage should be kept to the 
minimum working stock necessary for a smooth flow of oil from the producer 
to the refiner to the ultimate consumer, Any excess above this amount serves 
no useful purpose and leads to waste. 

A point not usually understood is that production normally is restricted not 
to market demand but to the maximum efficient producing rate of each field. 
it is only when the aggregate efficient producing capacity of all the fields within 
a State exceeds the total market demand that it becomes necessary to reduce 
the allowed production below the efficient capacity. Thus, proration is basically 
not a system of balancing production with demand but of regulating production 
to prevent waste, and of balancing it with demand only when such balance is 
required to protect correlative rights and assure ratable takings, in order that 
other regulations designed to prevent waste may be effectively carried out. Many 
of the oil-producing States have statutes which specifically authorize limitation 
of production to reasonable market demand, and it has been repeatedly shown 
and upheld by court decisions that the right of the States to exercise their 
police powers to prevent physical waste permits them to restrict oil production 
to market demand for this purpose. This right has been upheld on the basis of 
factual proof before the courts that production in excess of market demand leads 
to physical waste. 

No claim is made that regulation of production to market demand is without 
influence on price. But such restriction is not a price-fixing program and does 
not result in price fixing. Instead, the forces of supply and demand, and indi- 
vidual competition between units in the industry, operate upon and affect the 
price of oil. The effect has been a stabilization of price rather than fixing of 
price, and a stabilization of the industry. That this stabilization has not 
resulted in a burden to the consumer but on the contrary has made oil available 
in adequate supply and at a reasonable price is shown by the fact that never 
since effective conservation regulation has been employed by the States has the 
price of oil been as high in terms of 1926 dollars as it was prior to the inaugura- 
tion of such regulation. The stability of price and stability of supply made 
possible through regulation of production to market demand assure all producers 
a market at the prevailing price for their allowable production and thus reduce 
sales under distress conditions. This again works to the particular advantage 
of the independent producer. Obviously, the producer who has no market will 
sell his oil at any price he can obtain rather than try to store it or permit his 
neighbor to drain it from beneath his land. If there are substantial numbers 
of producers in such position, this results in the price finally going down to the 
point where the oil cannot be profitably produced. The result is economic waste. 
However, the fact that there is economic waste incident to the production of 
oil in excess of market demand in no sense detracts from the fact that such 
excess production causes physical waste. 

An important feature of price stability is that marginal wells are protected 
against premature abandonment. Marginal or stripper wells are a source of an 
important part of the total oil production. The reserves from which they are 
producing usually would not support renewed drilling if the old wells were aban- 
doned. In the past such abandonment inevitably occurred during periods of 
distress and excessively depressed prices. 

A still further benefit of restriction of production to market demand is that 
the resultant stability of price and stability of markets make possible invest- 
ments and facilities for conservation of casinghead gas and facilities for injection 
of gas and water to supplement natural reservoir energy to increase ultimate 
oil recovery. 
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Oil not yet produced but held back in flush fields able to produce efficiently at 
higher rates is actually as readily available to the market as is oil in surface 
storage. Thus, in no real sense is oil held back from the market by limiting 
production to market demand. It is not an expedient to make oil scarce. Rather, 
the effect is that oil available to the market is held in its proper storage, which 
is underground, where it may be held without waste, instead of being held in 
surface storage above ground, where it is subject to evaporation and hazards 
of fire and leakage and thus to physical and economic waste. Developed capacity 
to produce, rather than storage, in final analysis determines the ability of the 
oil industry to meet consumer demands. Accordingly, restriction to market 
demand is not restriction in the absolute but is really restriction of some oper- 
ators for the protection of the correlative rights of all operators. 

An effective answer to the question of public interest comes from an under- 
standing of how restriction of production to market demand in the years pre- 
ceding World War II provided a backlog of reserves which could be tapped 
and utilized to defend the country in time of need. The war requirements were 
met by increasing the production from what hitherto had been the demand 
to amounts not exceeding the maximum efficient rates of the various fields, 
all without injury to the reservoirs. Available fields like Webster, where pro- 
Cuction was increased from 10,000 to 60,000 barrels per day; Hastings, which 
was increased from 20,000 to 65,000 barrels per day; and Conroe, which was 
increased from 30,000 to 60,000 barrels per day, provided the additional oil 
needed to meet the sudden emergency. The reserves so provided were available 
on demand as an essential strategic resource. It was the system of restricting 
production to market demand, adhered to prior to the war, which made it 
possible to meet the unprecedented war requirements. It is the same system 
which has made it possible to meet postwar demands and again to achieve a 
surplus. Today we are entering on a new era with a maximum efficient pro- 
ducing capacity which can overproduce if it is permitted to do so. We need 
this capacity again to build up available reserves which can be called upon 
in the event of an emergency. Thus and foremost, restriction to market demand 
is not a matter which concerns oil producers alone but is one of public interest 
and vital national concern. 

It must be recognized that sound administration by State conservation agen- 
cies is essential to prevent waste and to afford all operators an opportunity 
to recover their fair share of the oil and gas in a pool. This applies throughout 
the range of conservation administration. However, the conservation agencies 
und the industry must be especially mindful of the real and fundamental pur- 
pose of limiting production to market demand as an essential and effective 
means of preventing waste and protecting correlative rights. The employment 
of this principle must not be used as an artificial means of causing shortages 
and thus arbitrarily affecting or controlling price. Of course, no conservation 
agency can always accurately determine the current market demand. At times 
the established allowances may be temporarily above or below demand, and in 
subsequent orders, adjustments may be required to bring about a balance. 
Moreover, as in other phases of oil- and gas-conservation administration, resort 
to the courts may be necessary to draw more precise lines of permissible and 
nonpermissible regulation. It should be the objective of all involved, by a 
process of learning and through constant effort at improvement, to make the 
employment of this fundamental principle serve to accomplish its needed function. 


ACCOMPLISH MENTS IN OIL CONSERVATION 


The accomplishments in oil conservation as administered by the oil-producing 
States and the benefits to the Nation, the consuming public, and the industry 
have been outstanding. A partial enumeration of these includes the following: 

1. Through conservation there has been a much greater recovery of oil from 
underground reservoirs and less waste of oil above ground. In the east Texas 
field alone, it is estimated that as a result of conservation practices the ultimate 
recovery will be increased as much as 25 percent or 1 billion barrels. Similar 
results have been and are being attained elsewhere. 

2. Through proper spacing regulations, there have been lower investments in 
wells, storage, and other equipment, resulting in lower prices to consumers due to 
reduced production costs. The average price today for a gallon of regular 
gasoline in the United States is 26 cents, which includes 6.4 cents per gallon for 
taxes. This price, including taxes, is nearly 4+ cents a gallon less than the price 
obtaining in 1920 and 10 cents a gallon less than the 1920 price when taxes are 
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excluded. This reduction in price to the public has been the result of the appli- 
cation of conservation techniques as well as the advances made in refining and 
distribution. 

3. There has been created a stable industry providing steady employment. In 
the years before conservation there were periods of feast when the markets were 
flooded with oil, followed by periods of famine when shortages occurred. There 
was no stability either in operations or in employment. ‘Today, under conser- 
vation, with proved reserves being produced over extended periods, the industry 
is able to operate upon an even basis, thus providing assured employment and 
steady incomes. 

4. Conservation has provided sufficient quantities of oil to meet the demands 
of an industrialized economy and a backlog of reserves to meet national 
emergencies. The restriction of production to market demand in the years pre- 
ceding World War II not only provided the oil necessary to meet the demands 
of our economy prior to the war but, when the war needs arose, provided a back- 
lug of reserves which could be tapped and utilized to defend the country. It is 
estimated that by this means approximately 1 million barrels per day of addi- 
tional oil was thus available to meet national needs during World War II. 


PROGRESS IN GAS CONSERVATION 


A major portion of modern conservation problems relates to the saving and 
utilization of gas. In the field of gas conservation, outstanding progress has been 
and is being made. 

The gas reserves in Texas, and in the United States for that matter, are nearly 
equivalent in weight and heating value to the oil reserves, and they could be 
aimost equal in economic importance and value. Hence, their conservation is 
equally important. Each 6,000 cubic feet of gas contains a fuel value equal to 
that of a barrel of crude oil. Today this gas sells at the wellhead for around 5 
cents a thousand cubic feet, or for the equivalent of about 30 cents a barrel of oil. 
New contracts often provide for a current price as high as 10 cents. These low 
prices constitute a major obstacle in the way of greater conservation because 
most gas-conservation projects require large initial investments that cannot be 
justified unless field prices become higher than they have been in the past. 

The conservation of gas has encountered additional difficulties, all inherent in 
its peculiar nature. Gas, like oil, readily moves underground from one property 
to another as pressure in the reservoir is reduced by the drilling of a well. How- 
ever, unlike oil, no practical means exists to store it even temporarily above 
xround ; to be fully conserved it must be returned to the producing reservoir or to 
underground storage, or marketed as produced. 

Broadly, there are two types of gas occurrence, each of which has a separate 
conservation problem. First, there is the gas that exists underground in a gas 
reservoir and is produced by itself through gas wells. Second, there is gas pro- 
duced with oil through oil wells, known as casinghead gas. 

Conservation of gas-well gas is accomplished in part by the production of such 
gas in sufficient volume to meet market demand but not in excess. For gas fields 
where no immediate market exists, cycling, a technique of processing gas to 
recover liquefied products and returning the residue to the reservoir, has been 
developed extensively in the last 10 years as an important step in gas conser- 
vation. However, gas cycling presents some problems. The economics of the 
operation must be such that a large investment in plant facilities will be paid 
out in a reasonable period. In addition, since the whole reservoir must be op- 
erated as a unit for adequate recovery of liquid products and return of residue, 
cooperative agreements between producers and royalty owners must be secured. 

In the main, gas-conservation problems relate primarily to the second type of 
gas occurrence—casinghead gas. The difficulties in conserving casinghead gas 
are both technical and economic. It is inevitably produced with crude oil, the 
supply being dependent upon the rate of crude-oil production. It is a byproduct 
material which has already performed a useful function in moving or facilitating 
the movement of oil into oil wells and lifting the oil to the surface. In a sense, 
therefore, casinghead gas may be said to have accomplished its primary func- 
tion when oil is produced in a nonwasteful manner. After the gas has been 
produced, it may, of course, be utilized for other purposes if economic incentives 
warrant the expense involved. 

Here many difficulties arise. Casinghead gas is produced in many localities, 
some widely scattered. It must be processed and compressed before it can be 
effectively used for fuel. The supply cannot be regulated to meet fluctuations 
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of gas markets and peak demands, but is rigidly tied to the rate of oil produc- 
tion. Even in a particular field, it must be gathered from many sources. Sulfur, 
if present, must be removed. To date, a lack of suitable markets and a low field 
price have hindered conservation efforts as applied to casinghead gas. 

The nature of the reservoir from which casinghead gas is produced, especially 
whether the reservoir energy is contained in a gas cap, in gas dissolved in the 
oil, or is supplied by water drive (or involves a combination of these factors), 
vitally affects the subsequent use that can be made of casinghead gas. For ex- 
ample, efficient operation of a water drive pool for maximum oil recovery requires 
that the reservoir pressure be maintained at a high level to prevent escape of 
solution gas with attendant shrinkage and loss of fluidity of reservoir oil. Proper 
eonservation practice requires that casinghead-gas production in such a field 
should never be permitted substantially to exceed that dissolved in the oil. Mod- 
ern well-completion devices and restriction of oil production to efficient rates 
have usually made possible reasonable control of gas-oil ratios in such pools. 

In a pool with a thin oil interval overlain by a gas cap, control of gas-oil ratios 
is not always possible and it may be necessary to return the excess gas to the 
gas cap. 

In fields without water drive and in which the energy source is dissolved gas, 
conservation of the gas for its primary function in the production of oil is of 
utmost importance. In such a field, ultimate oil recovery would be increased by 
maintaining within the reservoir all gas originally associated with the oil until 
oil production is substantially complete. However, even under carefully con- 
trolled rates of oil production it is not possible to prevent the production of gas. 
Nevertheless, frequently it is both possible and practical from a technical and 
economic standpoint to accomplish the equivalent by returning the produced 
gas to the oil reservoir. In those fields in which gas return affords an economi- 
cally sound method of increasing ultimate oil recovery, the produced gas should 
not be considered currently available for market. 

Maximum benefit from gas return in this type of reservoir is obtained when 
gas is injected at the crest of the structure to create a gas cap. When gas is so 
injected in a pool in which various operators and royalty owners are involved, 
frequently it is difficult to preserve the relative equities of the different owners 
unless the entire pool is operated as a unit or under a cooperative program so 
that all participate in the production on an agreed basis. Although many States 
have statutes permitting unitization of various interests in an oil pool for the 
purpose of conducting operations designed to increase ultimate recovery, and 
although Texas statutes authorize unitization of gas fields, the lack of a statute 
in Texas specifically authorizing voluntary unitization of oil pools hag greatly 
hindered the development of gas-return projects. 

The problem of contrgl of gas production in an oilfield with a gas cap presents 
difficulties not otherwise encountered. From a strictly technical standpoint, gas 
should not be produced from the gas cap of an oil reservoir until the oil is 
substantially exhausted. Sometimes, however, the gas cap may be so large as 
to constitute the major reserve, with the oil present in minor quantities. Prac- 
tical considerations sometimes require that such a field be produced primarily 
as a gas field without consideration of the effect of gas production on the oil 
recovery. Frequently, ownership within the gas-cap area of a pool differs from 
that within the oil area. Retention of the gas-cap gas within the reservoir for 
the purpose of increasing the ultimate oil recovery would not only deprive the 
owner of gas of an opportunity to enjoy his property, but would allow his prop- 
erty to be used for the benefit of another and, unless all produced gas were 
returned to the gas cap, would eventually transfer his gas reserve to other prop- 
erties. Under these conditions it is almost impossible by any amount of regula- 
tion simultaneously to prevent physical waste and protect the correlative rights 
of all parties. Where cycling of the gas cap is feasible, such a step may provide 
a temporary expedient, but at the conclusion of cycling the problem remains 
basically unchanged. The only practical solution is a cooperative program be- 
tween the several owners, or unitization of the oil and gas reserves and partici- 
pation by all parties in the commonly owned production from the pool. Where 
it has been employed, this solution has found favor among operators and 
royalty owners alike, is equitable, facilitates conservation, and protects corre- 
lative rights. Nevertheless, cooperative development of gas-cap fields in Texas 
on such a basis has been hindered by lack of a statute specifically authorizing 
voluntary agreements among the interested parties. 

In spite of the difficulties enumerated, substantial progress has been and is 
being made in gas conservation. Gas from zones containing no oil is completely 
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conserved, in some cases through cycling, with recovery of liquefiable conrponents 
and return of the dry residue to the producing formations for later use; in 
others through delivery to pipelines for market. A very small amount is used 
for gas lift in oil wells, where it becomes commingled with and thereafter a 
part of casing-head gas. 

No longer are gas caps overlying oil zones dissipated to the air through gas 
wells. Some gas-cap gas is marketed, to the detriment of ultimate oil recovery ; 
however, in most important oilfields gas-cap gas is not now produced from 
ras wells. In a number of instances gas-cap gas is being cycled for recovery of 
liquid products and returned to the producing formation. 

Progress in casing-head-gas conservation has recently been most spectacular. 
It has been estimated that at the end of the war in 1945 somewhat less than 
half the total casing-head gas in Texas was being effectively conserved, the 
balance being flared. Since the war, 82 gas-conservation projects, costing $88 
million, have been built and 56 additional projects, costing an additional $168 
million, are scheduled for completion in 1949 and 1950. It is estimated that this 
postwar program will permit saving of 90 percent or more of the casing-head 
gas in Texas which it is economically sound to utilize. Progress is also being 
made in other States. 

Advances are being made in more effective control of casing-head-gas production 
through reduction of permitted gas-oil ratios. It is estimated that over 1 billion 
cubic feet per day of casing-head gas in Texas is retained in oil reservoirs and 
saved through allowable penalties applied to wells producing with excessive 
gas-oil ratios. 

UNSOLVED PROBLEMS 


If the oil industry is to continue the outstanding technical achievement and 
enlightened progress which has characterized its past, it cannot be content merely 
to look with pride at the record. It is essential from time to time to take stock ; 
to appraise; to determine the basic factors which have led to advances, with 
the object of their improvement; to determine the obstacles in order that they 
night be removed; to ferret out the unknowns that they might become known: 
to analyze and face the unsolved problems that they may be met. 

Chief among the problems not satisfactorily solved and on the solution of 
which further progress depends are the following: 

1. Well spacing 

Technical understanding of oil reservoirs has now advanced to the point 
where the function of wells is properly understood, and it has been demon 
strated that proper completion and location of wells are far more important 
to efficient oil recovery than the number of wells. Nevertheless, imperfect 
allocation formulas giving too much weight to wells still continue. The result 
is that progress in proper well spacing has not advanced as rapidly as progress 
in other aspects of conservation. Further progress can be made in the matter 
of wider and more uniform spacing of wells. 


2. Proper allocation between fields and between properties within a field 

This problem is primarily one of regulation and administration. At a time 
when the market demand for oil is such that each field is restricted only by 
its own Maximum efficient rate, allocation between fields is not in itself a prob- 
lem. In times when or areas where capacity to produce efficiently is in excess 
of market demand, means must be found for dividing the total allowable pro- 
duction among all pools in a manner which is fair and equitable to all. Allo- 
cation between properties within a pool should be such as to prevent waste and 
promote recovery while at the same time protecting the correlative rights of all 
parities. There is room for substantial improvement in this direction. Such 
improvement must come through enlightened administration supported by sound 
principles of law but can be facilitated through cooperation between industry) 
and State regulatory agencies. The Interstate Oil Compact Commission can 
give effective assistance to the States in this direction. 


3. More exact determination of the maximum efficient rate of production of each 
pool 


This problem is clearly a technical one and industry’s direct responsibility. 
Progress must come through increased research and more detailed geologic 
and engineering study of each reservoir. Although it is relatively easy to deter- 
mine in a pool producing primarily by water drive the rate of production which 
will permit proper pressure maintenance, quantitative determinations of the 
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M. E. R. for fields producing under gas-cap drive are much more difficult. In 
fields producing by solution gas drive, there is as yet no unanimity. This type 
of drive is inherently inefficient and requires substantial modification to yield 
an appreciable increase in oil recovery. Furthermore, in some fields with very 
low permeability the maximum efficient rate may be so low as to be uneconomic, 
Public interest cannot be served by operating an oilfield at a loss and it becomes 
necessary in some instances to give substantial weight to economic considerations. 


4. Control of gas-cap reservoirs 


The exercise of the police power normally permits a conservation agency to 
carry out oil conservation. However, because of the inability to compensate for 
gas not produced, there is no practical way in a gas-cap field to bring about 
conservation and at the same time protect the correlative rights of the owners 
through the application of the police power alone. A difficult technical and 
administrative problem thus arises ; it can be solved only through the cooperation 
of the legislature, the conservation administrator, and the operators. Specifically, 
the solution can be realized only by the enactment of laws (in States not having 
them) permitting the cooperative or unit operation of oil reservoirs, followed 
by cooperative agreements between the several owners. The operation of such 
agreements must, of course, be administered under and pursuant to the con- 
servation laws. 


5. Lack of adequate gas markets 


The lack of adequate markets for gas-well gas forces operators to shut in gas 
wells and prevents its production. The lack of markets for casing-head gas is 
one of the more serious obstacles to its conservation. This obstacle may be 
classed as one of the unsolved problems. 

The low field prices for gas previously mentioned have not been sufficient to 
induce operators to make the large investments required to market or utilize 
casing-head gas. Although the industry is proceeding rapidly with the accom- 
plishment of the casing-head-gas conservation program, progress along these lines 
has been hampered for many years by the relatively low field price for gas, which, 
even with the construction of transcontinental pipelines from the southwestern 
area to the northern and eastern areas, remains a major obstacle. 

Another major deterrent to the greater conservation of casing-head gas is the 
interpretation given the National Gas Act, which allows the Federal Power Com- 
mission to fix the price at which gas in the field is sold to a purchaser who 
delivers it to an interstate line. Since the Federal Power Commission allows 
companies subject to the act only a 6 or 644 percent return on property subject 
to regulation, the ruling to the effect that field sales are subject to price regu- 
lation materially reduces the incentive of producers to sell gas to interstate 
purchasers. The reason for this is obvious. If by virtue of oil production the 
producer had already recovered his investment in the particular properties 
involved, he might well be forced by the Commission to give away his gas on the 
theory that he had already received his maximum return. This, of course, would 
not compensate him for investments made in other properties which turned out 
to be nonproductive. It is clear that under these circumstances, producers are 
not encouraged to find markets for their casing-head gas. This obstacle could 
be removed by the enactment by the Congress of a law amending the Natural 
Gas Act so as to exempt field sales from Federal regulation. In taking such a 
step, Congress would only be confirming the meaning given to the original bill 
by the industry, the Commission, and those sponsoring it before Congress. 


CONCLUSION 


It is apparent that the petroleum industry, in cooperation with and under 
the regulation of the States, is doing an outstanding job of conservation of both 
oil and gas. Although problems remain which still present a challenge, the 
petroleum industry has never been static: we may with confidence expect that 
the effective combination of competitive enterprise and sound State regulation 
which has resulted in the remarkable progress already achieved will continue 
in the future to provide for the recovery and conservation of an ever greater 
proportion of our underground reserves of oil and gas. This confidence is depend- 
ent upon the retention, improvement, and strengthening of the system of State 
regulation upon which and under which these achievements have been attained. 
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(Whereupon, at 12:30 p. m., the committee was recessed, to recon- 
) 


0 
vene at 2 p. m. the same day. 


AFTER RECESS 


(The hearing was resumed at 2 p. m.) 
The Cuarrman. The hearing will be in order. 


STATEMENT OF HINES H. BAKER, PRESIDENT OF THE HUMBLE 
OIL & REFINING CO.—Resumed 


The Cmarmman. At the time we recessed, I think that we had 
your answer to the third question. I will ask the fourth question: 

Did the company initiating the increase in the price of crude oil 
do so because it had been losing business to competitors? 

Mr. Baxer. Humble did not initiate the crude-oil price and there- 
fore, is in no position to answer this question. 

The Cuarrman. Maybe I should put the question, then, from your 
standpoint: Did your company, in increasing the price of crude oil, 
do so eodiaed it had been losing business to competitors ? 

Mr. Baxer. I did not get the last part of the question, sir. 

No, that is not the reason for our increase. 

The CxHarrman. I confess as we go along it requires an awful lot 
of constraint on my part, restraint to prevent myself from asking 
questions based on some of the answers that you give, Mr. Baker. 
Maybe I will get to that a little bit later. But I did not want it to 
be assumed the reason I was not asking any questions was because 
1 was in accord with the answers you were making. 

Mr. Hesevron. Could I be associated with you in that respect? 

The Cuatrman. I have no objection. 

5. How can the increases in crude oil, gasoline, and fuel-oil prices 
be justified today in view of our having the greatest proved reserves 
we have ever had, record rates of production, high inventories of 
products, high imports, and an excess of production capacity of a 
million barrels a day over current rates of production? 

Mr. Baxer. It is not the level of supply alone which affects price, 
but the relation between supply and demand. In the years 1948-53, 
reserves of crude oil have increased 30 percent to record levels, but 
demand has increased more than 30 percent to record levels also. 
The estimated productive capacity of crude oil in January 1953 of 
7,465,000 barrels daily was about 35 percent above the actual pro- 
duction in 1948, when all fields were producing at their maximum 
efficient rates. The reserve capacity that now exists is less than existed 
at the beginning of World War IJ, when demand was much smaller, 
and part of the reserve capacity is due to imports. 

The Cuatrman. Is that your full answer? 

Mr. Baxer. I think that is an answer. 

The Cuarmman. If that is your answer, we will let it go at that. 
It is a short one. 

Mr. Baxer. No, I am sorry; I have a further answer. 

While product inventories may seem high relative to a year ago, 
that comparison is misleading because of refinery strikes in the second 
quarter of 1952 which reduced product stocks to subnormal levels. 
A proper comparison of changes unaffected by strikes is with 1951. 
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As of June 27, 1953, gasoline stocks of 147 million barrels were 7.8 
percent higher than on June 30, 1951, whereas demand for gasoline 
in the second quarter of this year was more than 10 percent above 
the same quarter in 1951. As of June 27, 1953, stocks were higher 
than on June 30, 1951, by only 2.7 percent for kerosene and 4.3 per- 
cent for residual fuel oil. Distillate stocks were 18.7 percent higher 
than 2 years ago, whereas demand in the first quarter was about 14 
percent higher. The warm winter was responsible for the relatively 
high stocks of distillate fuel oil, but with continuing increases in 
demand for this product these stocks will soon be in line with demand 

again. The increase in distillate stocks is small in relation to antici- 
pated demands next winter. 

The relation between increasing demand and supply and the effect 
of increasing costs ac cumulating | over a period of years means that 
price must increase if supply is to continue to keep pace with increasing 
demands. 

Mr. Hesexton. 6. How can the fuel oil price increase be substan- 
tiated at this time in view of the high level of stocks and seasonal ebb 
in demand ? 

Numerous oil commentators point to a lagging demand for fuel 
oils, and an overstocked position which it is hoped to cure by curbing 
production. 

Mr. Baxer. Fuel oil prices are related to crude oil prices and in 
general will advance when crude oil prices increase. It should be kept 
in mind that fuel oil is in competition with coal primarily and for 
some period of time has been underselling coal. The American con- 
sumer of fuel oils has been enjoying the advantages of a relatively 
low price over a substantial period of time. Residual fuel oil is still 
underselling coal on the east coast on the basis of the current prices 
of $2.25 per barrel as compared with $10.81 per ton for coal. The 
increasing use of oil for home heating indicates that consumers prefer 
to use this convenient fuel instead of coal. 

Mr. Hesevron. 7. Is the increase in the price of fuel oil an ex- 
pression of a policy of discouraging consumers from using oil for fuel ? 

In 1948, the company which had led the prior crude oil price in- 
crease said: 

* * * the practicalities of the situation require price increases, not only 
to stimulate more production, but also * * * to check the expansion of a 
demand for fuel oils that has been growing out of bounds. The obvious fact, 
as has been frequently stated, is that oil cannot heat all of the homes of the 
country, nor can oil continue, as it has in recent years, to supply virtually all 
the increases in the Nation’s energy load. 

Mr. Baker. May I ask, is that a statement from you in addition to 
the question ¢ 

Mr. Hesevron. First I asked the question. Then there was a quota- 
tion from the company which led the prior crude oil price increase. 
The question was: 

Is the increase in the price of fuel oil an expression of a policy of 
discouraging consumers from using oil for fuel? 

Mr. Baxer. We know of no polic y of discouraging use of oil for 
fuel. On the contrary, the use of oil for fuel over a long period. of 
time has increased relative to coal. 

Mr. Hesetron. 8. Has domestic production been so restricted so 
as to jeopardize or reduce supply below current demand through the 
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manipulation of the rates of oil allowed to be produced by the Texas 
Railroad Commission, or other commissions # 

Starting with November 1952, the amount of oil allowed to be pro- 
duced in the State of Texas, a State that customarily contributes about 
half of the domestic total, was steadily reduced during the succeeding 
7 months, by action of the regulatory commission. 

Mr. Baxer. I don’t think that I can agree with that statement, and 
I don’t quite get the relation between what you are reading and the 
question. 

Mr. Hesevron. I am reading the questions that the chairman put 
to you. The first part of the question was given, and then a state- 
ment of fact was given. That was, that the State commission had 
reduced for 7 succeeding months the amount of allowables each month. 

Mr. Baker. You are reading question No. 8; is that right? 

Mr. Hesevron. That is right; I have read it. 

Mr. Baxer. I have never seen all of these statements. 

Mr. Harris. Has domestic production been so restricted so as to 
jeopardize or reduce supply below current demand through the manip- 
ulation of the rates of oil allowed to be produced by the Texas Rail- 
road Commission or other commissions ? 

Mr. Baker. My answer to that is that crude-oil production in Texas 
was in excess of demand in 1951 and 1952. Crude-oil stocks of Texas 
origin increased by 14 million barrels in these years. Production 
exceeded the consumption of Texas crude oil in 16 months during 
these 2 years, including all of the last 4 months in 1952. 

In the first 6 months of 1953, erude-oil stocks of Texas origin have 
decreased only 1,300,000 barrels, or less than 1 percent. Meanwhile, 
total crude-oil stocks in the United States have increased by 6.5 million 
barrels, from slightly less than 272 million barrels at the beginning 
of the year to 278.5 million barrels as of June 20, 1953. This evidence 
shows that production has not been restricted to reduce supply below 
demand. 

Mr. Hesevron. Why has the Texas Railroad Commission, since the 
increase in the price of crude oil, now raised the amount of oil which 
may be produced, although stating that production still exceeds de- 
mand by 400,000 barrels daily ? 

In announcing the change in allowables, the commission chairman 
stated that reduced refinery runs might head off cuts later, that next 
year would be a critical one, but that the oil industry could “go forward 
with a vigorous campaign if caution is exercised by all elements now.” 

Mr. Baxer. We know of no statement by the Railroad Commission 
of Texas to the effect that production still exceeds demand by 400,000 
barrels daily. The allowables set by the Railroad Commission of 
Texas in its order for July allows for 1 more producing day in July 
than in June in consideration of the fact that the month of July has 
1 more day than June. The effect is to make the daily allowable for 
July substantially the same as for June except for the effect of the 
completion of new wells during the month involved. 

I would like to add this: that in its orders restricting the allowables 
for the State, the commission says how many producing days operators 
may have during that month—that is, for the State as a whole—and 
then there are some special days for certain fields that have peculiar 
conditions. The raising of 1 day in a month that is 1 day longer has 
very little effect. 
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Mr. Hesevron. Will you suspend just a moment? My colleague, 
Mr. Harris, reminds me that the chairman wanted not to have the 
committee members ask any questions at this point or, we believe, to 
have you add to the statement, but to get the record clear, and then 
you can add what you want and the committee members can ask you 
questions. The purpose of this is to get this in the record in sequence. 

The next question is: 

In what way do the sustained high earnings of the oil companies 
show a need for price increases to meet rising costs ¢ 

The 30 companies included in the study of the Chase National Bank 
show net income in 1952 of $2,020 million compared with $2,090 mil- 
lion in 1951. The 46 listed companies reporting to the Securities and 
Exchange Commission had net earnings in the first quarter of 1953 of 
$478 million compared with $489 million in the first quarter of 1952. 

Mr. Baker. The last general increase in the price of crude oil was 
made in December 1947 and its effects were realized during the year 
1948. A comparison of the net income and assets of eight principal oil 
companies without large foreign operations shows that there has been 
a substantial decrease in their income and rate of earnings on invest- 
ments since 1948 as is shown by the following tabulation : 


Earnings and investment of principal domestic oil companies without large 
foreign operations 


[Millions of dollars] 


A verage total assets Net income 


Percent of average 
assets 
1952 


Humble $1, 083. 3 
Standard (Indiana) 1, 384. 1, 882. 
Phillips 509. : 851. 3 
Continental - - ~ : 235. 6 336. ! 
Obio . . J 83. 6 274. 6 
Skelly... s4anddd . 9. 243. 3 
Shell J 7.3 840, ! 
Amerada pe ssa ds Wi vs | 1.5 | 89.8 


8 


Sis 
tt 


Total 3, 893. 2 5, 601. 


Mr. Hesexuron. In view of the record drilling in 1952 of nearly 
46,000 wells, and a continuation of drilling through the first quarter 
of 1953 at the same rate as 1952, what is the need of a price increase 
as incentive for additional drilling of wells? 

It is noted that in the first quarter 1953, drilling of wildcats even 
exceeded by 240 the number drilled in the first quarter 1952. 

Mr. Baxer. Although drilling is still at about the same rate as in 
1951 and 1952, it has not increased in line with demand and the number 
of oil-well completions is being reduced relatively by the larger pro- 
portion of dry holes drilled. Total completions in 1952 of 45,840 were 
6,000 more than in 1948, but the number of oil-well completions was 
only 881 greater, as the percentage of oil wells to total completions 
dropped from 56.8 in 1948 to 51.2 in 1952. Despite record drilling 
activity, the number of oil-well completions in 1951 and 1952 was less 
than in 1950 and actually less than in 1937. In 1937 the total number 
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of completions was only 32,560, but 72.5 percent of all the wells 
drilled were completed as oil ‘producers. The increasing proportions 
of dry holes is an indication of the greater risks and costs bein 
experienced in the search for oil. In the first 4 months of 1953 oil 
well completions were about 7 percent less than a year ago, according 
to the wo of the Bureau of Mines. 

Mr. Harris. May I ask unanimous consent—all of us have had 
an apentersty to read over again the questions, and the replies which 
Mr. Baker is giving are prepared in a memorandum, and since we 
have had an o portunity to look over the replies to these remaining 
questions, I a unanimous consent that the questions remaining, and 
his replies thereto, be included in the record, in view of the rollcall 
which is underway. 

Mr. Heseuron. I was about to suggest that we could do that to 
move along here. Certainly the members of the press and the people 
who are here in the room who care to look at the questions and the 
answers, can examine them during the time we are away to answer 
the rolleall. 

12. How far has the change in the rates for ocean tankers affected 
downward the price of heating oils on the eastern seaboard, inasmuch 
as the increased rates for tankers was ur ged a year ago as reason for a 
need to increase such prices? 

The committee was so apprised of the situation in hearings last year. 

Mr. Baxer. Since we are not a marketer on the eastern seaboard and 
do not operate or charter tankers or import crude oil or products, we 
are not by experience or knowledge qualified to express a worthwhile 
opinion in reply to this question, which can be better answered by 
those familiar in detail with the facts. 

Mr. Heseuron. 13. Why has California, a traditionally large sup- 
plier of oil, been forced to import oil from other areas to supply 
west coast consumers, and to increase prices, reportedly to meet the 
higher costs of such imports? 

In testimony before the committee this past spring, the reasons 
were not made clear. 

Mr. Baker. Since we import no oil and produce no oil abroad and 
are not familiar either with the costs of production abroad or trans- 
portation from abroad to this country, we think this question should 
be directed to operators who by experience and knowledge are best 
prepared to give a satisfactory and useful reply. It is well known, 
however, that demand in California has grown more rapidly than 
production in the area, and that additional supplies must be secured 
from outside sources. The increase in price should stimulate further 
exploration and increased production. 

Mr. Hesevron. 14. Will the increased prices of crude in this coun- 
try now be met by greater imports from Venezuela, the Middle East, 
or elsewhere, because crude oil prices there are lower, or will prices 
there be increased so this will not follow? 

Will our companies operating abroad import more into this coun- 
try from their overseas sources, in effect, thus underselling themselves 
here? 

Mr. Baxer. Since we do not produce oil abroad nor import oil or 
products, and are not intimately familiar with operations or Se 
in Venezuela, the Middle East, or in other foreign countries, we do not 
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feel qualified to express an opinion on these questions. They can best 
be answered by those intimately familiar with the facts. 

Mr. Heserton. 15. Will the new foreign voluntary agreement just 
entered into by our companies operating abroad permit the distribu- 
tion of any world surplus of oil that might arise, such as were Iranian 
production again to materialize, just as it covered the distribution of 
the deficit when the Iranian refinery at Abadan was shut down? 

Whether it covers surpluses as well as shortages is not apparent. 

Mr. Baxer. Since we are not a party to any foreign voluntary 
agreement and are not engaged in the production of oil abroad or in 
the importation of oil into this country and are not familiar with the 
arrangements or operations involved, we are not in position to be 
helpful in answer to this question, 

Mr. Hesexron. 16. Do the increased prices of gasoline and fuel oil 
merely represent a foretaste of the higher prices which the major 
oil companies have intimated would follow the enactment of any pol- 
icy to restrict imports? 

Testimony by importing companies in recent hearings of the Ways 
and Means Committee was to the effect that a general policy or dis- 
couraging imports would force high prices on consumers. 

Mr. Baxer. Humble is not an importer of crude oil or petroleum 
pone In connection with this question, however, it should be 
<ept in mind that there has been no reduction in the total volume of 
crude oil imported within recent months. We believe that the crude 
oil and product price increases that have been recently occurred are 
the result of the operation of the economic forces in the interplay of 
supply and demand and particularly the very substantial increase in 
costs that have occurred since the last general advance in the price of 
crude oil in December 1947. It should be pointed out that the in- 
creases that have been made cover only a part and far from all of the 
increases in costs of exploration, production, refining, and marketing 
since the last general advance in prices. We do not believe that the 
United States can continue to have a healthy domestic industry to 
meet a growing demand and provide for national security if the price 
level is determined by imported oil. 

Mr. Heseuton. 17. Or are the higher prices for crude oil the re- 
sult of some understanding reached to avoid enactment of a policy 
restricting imports? 

It is reported through the press that a spokesman for the independ- 
ent producers in commenting on the increased price of crude oil, 
stated : “Undoubtedly it will lessen the pressure for immediate legis- 
lative action on the imports problem.” 

Mr. Baker. Humble is no party to any understanding to avoid the 
enactment of a policy restricting imports and knows of no such un- 
derstanding among others. It has been our view, repeatedly stated 
publicly, that imports should supplement domestic production and 
should bear a reasonable relationship to domestic production as set 
forth in a National Oil Policy for the United States adopted by the 
National Petroleum Council in 1949. As stated in reply to question 
16, we think the advance in the price of crude oil and products has 
been the natural result of the operation of the forces of supply and 
demand and the long-range effect of continually increasing costs. 

The Cuarmman. Now, as I understand it, Humble is a subsidiary 
of Standard Oil of New Jersey; is that right? 
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Mr. Baxer. Standard Oil of New Jersey owns about 72 percent of 
the stock of the Humble Oil & Refining Co., but it does not exercise 
any management controls. 

The Cuatrman. I also understand that Humble produces crude oil 
in quantities greater than it uses itself. 

Mr. Baxer. That is correct. 

The Cuatrman. I also understand that Humble buys larger quan- 
tities of crude oil for resale than it produces. 

Mr. Baker. Yes, sir. 

The CHamman. Now, so that I can get this relationship right, 
Esso-Standard, then, is only a refiner and marketer, while Humble is 
in a position to answer some questions on behalf of Standard Oil which 
ostensibly Esso cannot; would that be true? 

Mr. Baxer. I don’t know whether I can answer questions for Stand- 
ard Oil of New Jersey or not. I can answer questions—— 

The Cuarrman. I did not mean that you should, but I meant there 
ure some questions that I can ask of you that you would be better 
qualified to answer than somebody from Esso would be. 

Mr. Baxer. I can answer no questions for Standard Oil of New 
Jersey, because I have no relation to them. 

The CHatrman. I realized more than once during these hearings 
that there seems to be a lack of desire to be associated together, but 
I did not know that that applied to parent and child. 

Mr. Baxer. What I mean to say is this, Mr. Chairman: We are in 
the business of producing, transporting, refining, and marketing crude 
oil and its sicadibettiy an integrated company, and we are informed in 
the area of production and crude-oil marketing; whereas I take it 
that Mr. Burks, who is a witness here for Esso-Standard, is primarily 
interested in the field of refining and marketing. To that extent I 
think our answers may be considered together. 

The CuarrmMan. Now, Mr. Baker, as you realize by this time, I am 
sure, this committee is concerned in these hearings with the increased 
price of crude, as well as that of oil products. Now, on the basis of 
that, I want to ask some questions. 

Will you tell us just why, on June 15, before the night had passed, 
your company followed Phillips Co. in raising your posted price of 
crude oil by 10 to 35 cents—I would say an average of 25 cents—per 
barrel ? 

Mr. Baxer. Well, as I stated on my direct testimony— 

The Cuarrman. The point I am trying to get clear in my mind is 
why, within a few hours or a few minutes, whenever it happened to be, 
your company took the same action that Phillips had taken. 

Mr. Baker. Well, we didn’t take the same action that Phillips took, 
m the first place. 

The Cuarmman. Except, I meant to say, from the standpoint of 
merease. 

Mr. Baxer. We increased; yes, that is right. But it was not in the 

same way. 

The CHarrman. I understand. You gave a different price accord- 

ys) ns different grades of oil. 

r. Baxer. That is right. 

The Cuarrman. But the net result was an increase. 

Mr. Baxer. That is right. Now, asI stated in my statement which 
I read to the committee, we had been considering for some time this 
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question of crude-oil prices. Our costs and the costs in the industry 
had gone up and continued to increase, as I stated, and no increase 
in price had been had since 1947. 

We had been studying this whole question of increasing crude-oil 
prices, ard were considering moving out ourselves. 

Now actually, Phillips named a price, and we were primarily in- 
terested in adjusting these inequities that existed between the various 

rades of crude. We moved nurriedly, because we thought that the 
Phillips action might set a pattern, a flat price increase across the 
board, and we felt that the market justified an increase and that an 
increase would result. 

We were quite anxious, before too many people in the industry 
might move, if they did, to try to erase these inequities by naming 
prices that we thought were very much more equitable than a straight 
25-cent increase. 

The Cratrman. Over how long a period had you been making 
that study? 

Mr. Baxer. Well, we had been studying these prices and conditions 
even before the controls were released, and we continued to keep 
abreast of it closely in the intervening period. 

As a matter of fact, as a crnde-oil merchant handling the quanti- 
ties of crude that we handle, we try to keep on our toes at all times in 
regard to market conditions, 

The Cuairman. Then you had been making a study of it for several 
months ?¢ 

Mr. Baker. Yes, sir. 

The Cuatrman. I assume that Phillips Co. had made a study of it 
for several months. 

Mr. Baxer. I would assume that they were abreast of it. 

The CuHarrman. Is it not a rather strange coincidence that both 
studies would come to the point where the increase of both companies 
would come at the same time? 

Mr. Boxer. Not at ali. 

The Cuarrman. Not at all? 

Mr. Baker. No; it isn’t at all strange that when a competitor in 
the business moves, if the conditions in the judgment of another pur- 
chaser are such that that purchaser thinks that the market justifies 
the increased price, he moves. It is a perfectly natural competitive 
condition hetween people in the business, and it is the way the market 
functions, not only in this business but others. 

The Carrman. It seems significant to me that two companies mak- 
ing studies of the same subject would come to the same conclusion 
that an increase was necessary within a few hours of one another after 
a study of several months. 

Mr. Baxer. We had already decided for some time that a crude- 
oil price increase was a fully jrstified thing. 

The CuArrman. When did you come to that conclusion ? 

Mr. Baxer. We were of the conclusion that general basic condi- 
tions justified an increase, before the controls were withdrawn. 

The CuairMan. Now, the controls were removed in the early part of 
the year, as I understand it. 

Mr. Baxer. That is right. 
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The CriairnmAn. If you were satisfied at that time that the condi- 
tion justified an increase, why did you not do it then instead of wait- 
ing until the Phillips Co. had done it ? 

fr. Baker. As f said, we considered that the long-range forces, 
the costs and the general increase in demand that is going on, justi- 
fied a price increase. We did not move in the earlier period because, 
as I stated in the general] statement, as we came out of the winter we 
had a high inventory on distillates due to the warm winter. The 
conditions of the inventories and the general market conditions at that 
time did not seem to us to be the right timing for a price increase. We 
would doubt that the market would support it at that time. 

The Cuatrman. What was the difference in the basic conditions 
on June 15 that did not exist at that earlier time to which you have 
just referred ¢ 

Mr. Baxer. There was only a difference in short-run conditions, 
and there was no difference in the long-run, basic conditions. A 
price increase in crude, we think, had been justified from the middle 
of 1950 on, but we were restrained from the end of 1950 on by the 
price-control orders which went into effect in January of 1951. 

The long-range forces, Mr. Chairman, were all pointing toward 
an increased price for these products for petroleum and its products 
in the same way that commodities in general had gone up. 

The Cuarrman. Well, we have this situation as I see it from your 
testimony, or your answers to questions that I have just asked, that 
you had studied the situation for a period of months. 

Mr. Baxer. Yes, sir. 

The Cuatmrman. And that you had come to the conclusion several 
months prior to June 15 that an increase was due but that you with- 
held making such increase because you were fearful that the market 
conditions might not sustain it. 

Mr. Baxer. To state it a little more accurately, what I meant to say 
was at the time the controls were withdrawn, we did not think it was 
an opportune time to make it. 

The Cuarrman. You mean it was not opportune from the stand- 
point of public psychology, public reasoning, or for any other reason. 

Mr. Baxer. Primarily because of the short-run supply situation, 
which I explained a moment ago. 

The CHarrman. Very well. Now continue. On June 15, when 
the Phillips Co. gave expression to the same decision that your 
company had reached, you followed suit immediately, within a matter 
of hours, did you not? 

Mr. Baxer. We followed suit to the extent of increases. 

The Cuamman. Would you have done it if they had not? 

Mr. Baxer. Well, I am not sure just when we would have done it, 
but I think we would have made an advance before very long. 

The CHarman. Then it would seem from that that when one 
company makes an increase, another one is likely to make it, and 
that is what adds up to a spiral of inflation because when Phillips 
did it, you did it; when you did it, others did it, and as others did it, 
others did it, until we get to a point of inflation, the very thing 
that your company, its officials, and others, have indicated that they 
wanted to prevent. 

Mr. Baxer. My answer to that, Mr. Chairman, is this: 
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All of the basic conditions for justifying a price increase were 
in existence. We were far behind other omnnaitiee in price rela- 
tionships. 

The Cuarrman. Mr. Baker, to my way of thinking, I do not see 
that it necessarily follows, for instance, as you have indicated, be- 
cause the cost of living went up, that that would entitle you people 
to go up in the charge that you would make to the consumer and still 
further raise the cost of living. 

Mr. Baxer. Let’s make that concrete, Mr. Chairman. In carrying 
on our husiness, the things that influence our costs are the costs of 
labor and material, and the things that we have to buy and use in 
our process of exploration, production, transportation, refining, and 
sale of petroleum and its products. 

As I have pointed out Saxe, all of our costs had gone up because 
the prices of other products had gone up that we had to consume 
and use. And, in addition to that, we had special additional costs 
growing out primarily of the fact that we were getting more dry 
holes, we were having to drill deeper, we were having to complete 
our wells in less satisfactory sands, with higher costs in testing and 
completing wells. Those things must, of necessity, have an effect 
on our business. But the fact that prices in general had gone up 
made our costs increase. 

We can’t stay in business over a long period of time with prices 
rising and our holding the line, and which we had been holding for 
5 years. 

The CHarrman. For the moment I will take your statement that it 
was a question of costs that caused you to enter into this arrangement 
of increasing your price of crude. 

Mr. Baker. Not solely, as I explained in our statement. The long- 
range supply forces, the continued increase in or expansion of demand, 
and the necessity of our meeting that increased demand created a long- 
range force tending to move the prices up in the supply-demand 
relationship. 

The Cuarrman. Before we get too far involved with the question of 
costs, I want to ask whether you found any supply sources lost between 
the time Phillips increased the price and you did so? 

Mr. Baxer. No; there is no relationship between the question of loss 
of supplies between the time Phillips increased its price and our price 
and this question of these long-range forces that I am talking about 
and these costs. They didn’t change within the day. 

The Cuatrman. I asked that questoin because it would seem as if 
your president, Mr. E. C. Wiess, testifying on a former occasion—— 

Mr. Baxer. H. C. Wiess, Harry C. Wiess. 

The Cuarrman. Well, we will get the name correct, if nothing else. 

Mr. H. C. Wiess, on October 16, 1947, following the increase that 
had been announced by an oil company, which raised its posted price, 
and which said it did so because of the need to protect supplies, your 
Mr. H. C. Wiess, on October 16, 1947, stated that your company had 
increased prices “to protect badly needed supplies for Humble and 
its customers.” 

And, again, on December 8, in meeting the 50-cent-per-barrel in- 
crease, Mr. Wiess said it was required in order “to protect its supplies 
and in fairness to those from whom Humble srtchasis oil.” 

Mr. Baxer. Yes, sir. 
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The Cuarrman. That was a different reason than what you have 
given here today, was it not? He based it entirely upon the basis of 
necessity of supply, did he not ? 

Mr. Baker. I would like to point out that we are dealing with a 
dynamic business, that has to meet conditions which vary from time 
totime. At the time of the 1947 increase in prices we were in a condi- 
tion of short supply in this country. We had come out of the war and 
were producing up to the maximum efficient rate at the end of 1945, 
at the end of the war, and we were trying to get back on the supply 
side, up to demand. 

The conditions existing at the time Mr. Wiess made that statement 
laid emphasis upon a then existing short relationship between supply 
and demand. The price which we made at that time was fully justified 
by those conditions. 

The Cuatrman. I do not have all my figures here before me at this 
time, but I will take the answer you have given and give it further 
consideration and look into it. It seems very strange to me that every 
time there is a price increase, and this committee holds hearings to 
inquire why, that there has been unanimity of action, a disposition to 
follow the leader, so to speak, and when we inquire into it we find a 
different reason given every time. I am wondering if we will ever 
run out of reasons. 

Did that question of supply enter, in any respect, into your reason 
for increasing on June 15 of this year? 

Mr. Baxer. As I undertook to explain in the statement I made, we 
were not motivated in this case by an effort to protect connections 
at the time, or supplies at the time. We have a long-range set of forces 
at play here that occasioned the increase. You referred to Mr. Wiess’ 
statement in regard to the price increase in 1947. 

The Cuarrman. Those quotations that I have given you were given 
to this committee in its hearing at that time. 

Mr. Baxer. Yes. That is, they were in response to a questionnaire, 
I believe. 

The Cuarrman. I do not know at this minute whether it was volun- 
tarily given. I assume it would be in answer to a question. 

Mr. Baxer. In 1946, July 25, we made a 25-cent increase in the 
price of crude, and at the time we made that increase our statement 
released said this, and I am quoting: 

Humble Oil & Refining Co. today increased by an average of 25 cents a barrel 
the price it pays to producers and royalty owners for the crude oil purchased. 
H. ©. Wiess, Humble’s president, stated in announcing the change, that the ad- 
vance takes into account the great increase in cost that has occurred since 1941. 
He stated that it is impossible for petroleum and its products to continue selling 
for about the same price as 5 years ago, whereas other wholesale prices have 
increased one-third and petroleum industry costs have increased even more 
since 1941. He said that the new prices are at a level repeatedly recommended 
by several Government committees and agencies several years ago, which recom- 
mendations were ignored. 

We have almost a parallel situation here. We were frozen by con- 
trols during the war, and in the meantime our costs continued to 
mount, but we could not do anything about it under the controls. We 
have been frozen here for 2 years while our costs have continued to 
mount. Other products have gone up in price, but crude petroleum 
has not gone up in price during that time. The economic forces all 





PETROLEUM STUDY 319 


call for an adjustment of crude-oil prices. It has been 5 years since 
the change had occurred in this instance. 

The Cuarrman. Of course the fact that prices may have gone up in 
some instances does not necessarily prove that it was necessary for the 
oil industry to go up. 

Now, it may be that they were justified. Do you understand what 
I am getting at? 

But just to state the argument that because something else has 
one up, “therefore we ought to go up, we have a right to go up,” that 
oesn’t prove anything. There laws been no figures produced to the 

committee that I know of up to this present moment, outside of gen- 
eral statements that have been made, that “our costs have gone up,” 
that would justify the 25 cents a barrel increase. 

Now, maybe you have the figures, maybe all the other companies 
have the figures. But they have not presented them to this com- 
mittee and there has been nothing more than generalization. 

Mr. Baker. I believe you must have been away when I was reading 
my statement this morning, sir, on that point. 

The Cuatrman. Maybe I was. 

Mr. Baxer. I would like to call your attention to some very specific 
statements on costs that were made this morning by me. 

The Cuatrman. I heard you comparing it with living costs and one 
thing and another like that, which I did not think had any bearing on 
the subject. 

Mr. Baxer. Let me read you a part of this. 

The Cuatrman. This is what is making living costs go up, this sort 
of thing. 

Mr. Baxer. Let me read you from the statement. 

The Cuarrman. Then when living costs go up, this helps put them 
up, then you say “We have to put our price up because living costs 
are up.” 

You just go in a circle. Now, if you have any figures that are 
already are in the record, I will be glad to hear them. 

Mr. Baxer. The principal increases in costs, in addition to a 31 
percent increase in the rates of pay to our employees, as I pointed 
out, and the increase in the price of steel which makes up a very 
large part of our material costs, in the drilling of our wells and the 
building of our plants, 5 cents a barrel increase in the ad valorem 
and severance taxes in Texas and Louisiana, I pointed out that the 
average cost per well completed by Humble in 1952 was $106,500, or 
29 percent higher than the cost of the average well in 1948, and that 
we were experiencing a large proportion of dry holes. And 35.9 
percent of the wells drilled in 1948 were dry, while 41.7 percent in 
1952 were dry, or nearly 5,000 more wells that were dry. 

In Humble’s case, our dry holes costs had gone up 62 percent since 
1948. Those are the very concrete and specific facts as to the costs 
of our doing business. 

The Cuarrman. Yes; except it deals with percentages and not in 
actual figures as to what your costs were. 

Mr. Baker. Well, it is not—— 

The CuarrMan. At the same time that your costs were going up, 
your earnings were going up also, were they not ? 

Mr. Baxer. Not proportionately. 
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The Cuamrman. What were your earnings, gross and net, in 1942, 
and for the last 10 years? 

Mr. Baxer. I will give you the figures for that period, but before 
doing so I want to call attention to the fact that we are comparing 
conditions in 1948, when the last price increase was made, with con- 
ditions in 1952, and that our earnings have gone down in 1952 as 
against 1948 by $41 million. In other words, our earnings in 1952 
were $41 million less than in 1948. 

The Cuamman, Less than 1948? 

Mr. Baxer. Yes, sir. 

The Cuarmman. I wanted them for each year. 

Mr. Baxer. Yes, sir; I am going to give them to you for the whole 
period, Mr. Chairman. 

The Cuarmman. Do you have them for 1943? I want to have those 
figures, too. 

Mr. Baxer. I will put this in three columns. For the year ending 
December 31, they are as follows: I will give you our total assets, our 
stockholders’ investment, and our net income. I am giving you the 
round figures. 

The CHatrman. Will that show what your earnings were? 

Mr. Baxer. Yes, sir. 

The Cuarman. All right. 

Mr. Baxer. The first column is total assets, the second column is 
stockholders’ investment and the third column is net income, net 
earnings. 

The Cuarrman. Net income? I did not get that. 

Mr. Baxer. For 1943, total assets $478 million; stockholders’ in- 
vestment, $363 million; net income, $45,700,000. 

For 1944, total assets, $521 million; stockholders’ investment, $396,- 
500,000; net income $60,500,000. 

For 1945, total assets $559,600,000; stockholders’ investment, 
$444,600,000-—— 

Mr. Youncer. $444 million, is it? 

Mr. Baxer. Yes, sir; thank you. And net income for 1945 was 
$70,900,000. 

For 1946, total assets, $591,500,000 ; stockholders’ investment, $489,- 
200.000; net income, $71,800,000. 

For 1947, $704,200,000, total assets; stockholders’ investment $559,- 
400,000; net income, $124,100,000. 

For 1948, total assets, $861,400,000; stockholders’ investment, $673,- 
500,000; net income $186,100,000. 

For 1949, total assets, $854,900,000; stockholders’ investment, $722,- 
100,000; net income, $120,500,000. 

For 1950, total assets, $935,900,000; stockholders’ investment, 
$779,600,000 ; net income, $129,400,000. 

For 1951, total assets, $1,060,400,000; stockholders’ investment, 
$865,200,000; net income $169,500,000. 

For 1952, total assets, $1,106,200,000; stockholders’ investment, 
$928,500,000; net income, $145,300,000. 

These net income changes over this period are affected materially 
by an inerease in the volume of operations and by a general change 
in the value of the dollar, and by the fact that large investments 
made prewar at low cost are contributing greatly to earnings because 
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of inflation, while depreciation and depletion charges on the produc- 
tion are far less than the current cost of replacing the production. 

I would like to call attention also to the fact that the market places 
a value on Humble in excess of $2 billion. That is to say, 36 million 
shares, selling at $63 a share, is $2,269 million. 

Based on the 1952 income, that is approximately 7 percent. 

Mr. Hesevron. Mr. Chairman, could I ask for one other figure? 
I notice that in the chart I have here of Humble’s reports, the gross 
income in 1952 was $975 million 

Mr. Baker. That is not gross income; that is total assets. 

Mr. Heserron. Just a minute. [am addressing the chairman. And 
this is listed at 103 ee in contrast to 1951. So in this period we 
are really talking about, I wonder if they mean the gross income for 
1951. 

The Cuamman. Do you wish to ask the witness that question ? 

Mr. Hesston. Yes; I would. Have you the gross income? 

Mr. Baxer. I don’t have the gross income tabulated here for all of 
these years. 

Mr. Hesevton. Do you have it for 1951? 

Mr. Baker. Yes; I do. The gross income for 1951, gross operat- 
ing income, I take it is what you want, is $951,051,052. 

Mr. Hesevron. Thank you. 

Mr. Baker. The gross income for 1952 was $975,064,707, or in 
other words about $24 million higher, yet our net income for 1952 is 
$24 million less than our net income for 1951, which bears out the point 
which I have been making, that our costs are up. In other words, we 
had $48 million more cost in 1952 than we had in 1951. 

Mr. Hesevron. Mr. Chairman, might I observe that that does not 
appear except as a generality. As you pointed out previously, the 
depletion allowance is very substantial, and just what it was for 2 
years or this period we don’t know. It is just an assertion that costs 
are up and that accounts for a drop in net income. What those costs 
are would be very important information, it seems to me. 

The CHatrMan. It would seem to me that it justifies what I said a 
few moments ago, that we have been receiving generalities rather 
than specific information. The witness has said in answer to your 
question that there was an increase in costs of $48 million between 
1951 and 1952. But further than that there is no information. I do 
not like to take the time of the committee and witnesses who are wait- 
ing to be heard to go into all these details of accounting. I wish it 
would be possible for the witness to submit to us a statement of those 
figures together with an explanation of that increase cost that you 
have referred to of $48 million. 

Mr. Baxer. A comparison of those 2 years is shown in our annual 
report for 1952 which I take it Mr. Heselton had before him, based 
on his question. 

Mr. Hesevron. No; I have not. 

Mr. Baxer. Well, I have here the statement of cost, expenses, and 
taxes for those 2 years, which I will be glad to give to you. Costs 
and operating and general expenses for 1952, $648,362,049. For 1951, 
$610,040,247. 

The Cuamman. Would it be possible, Mr. Baker, to submit for 
the record the statement from which you are now reading so it could 





322 PETROLEUM STUDY 


be made a part of our record with such an explanation as you wish 
to make, either now or afterward ? 

Mr. Baxer. I will be glad to. 

Mr. Peuty. In that respect, I wonder if we can put the depletion 
and amortization and depreciation in also. We have those from the 
other companies. It would be interesting. 

The Cuarmman. I suppose Mr. Baker could give that information. 
Did you hear the request? 

Mr. Baxer. You are talking about our accounting figures on de- 
preciation and depletion ? 

Mr. Petxy. Yes. 

Mr. Baxer. That is included in this list. 

Mr. Petty. Mr. Chairman, could I ask a question ? 

The Cuarman. Yes. 

Mr. Petty. What is the estimated increase in your income that 
will be as a result of this increase in the price from 10 to 35 
cents a barrel? What do you figure it will increase in a year, or in 
a 12-month period in your profits? 

Mr. Baxer. Our gross production, which I just figured out, last 
year 
’ Mr. Petuy. You sold 521,000 barrels a day ? 

Mr. Baxer. What we have to base this figure on, Mr. Pelly, is 
our production. Our production for 1952 was 349,600 barrels a day, 
and for the year that would be 128 million barrels. 

Mr. Petty. Your statement shows the actual sales were 521,000 
barrels a day, and your purchases were 427,000 barrels a day, so you 
have to pay more for what you buy. 

Mr. Baxer. We pass that on in the sale. So our 

Mr. Petty. You cannot quickly figure that out, I can see that, 
because you have different grades of oil. But I thought maybe you 
had estimated, as head of your company, and you would know what 
your income should go up to as a result of this adjustment in prices. 

Mr. Baxer. The production in 1952, using that as a base, was 
127,954,000 barrels. The value of the production would be 21% times 
that. This increase averages about a quarter of a dollar a barrel. 
The gross, on the basis of a year’s income, based on last year’s pro- 
duction, would be $31,980,000, against which, of course, you have 
insofar as your net income is concerned, taxes and all of that sort 
of thing. 

Mr. Pexiy. I do not think it is fair to you to ask you to figure 
it out that way, because you are buying, are you not? You are paying 
a higher price for what you purchase? 

Mr. Baker. Well, since we are refining less than we produce, and 
are selling a part of our own production, we are selling all that we 
buy, and we would not stand anything on that. The cost would be 
passed on. We would not be affected by it. So I think for practical 
purposes, roughly you would figure that it is involved in the amount 
of our production. 

Mr. Paar. Last year you made 15 percent on your net worth? 
Those are your own figures, $938 million investment and $145 million 
profits, which is 15 percent, I think. This $31 million, if it is an 
increase, is going to give you a pretty high earning; is it not? 

Mr. Baxer. Yes, we will have pretty high earnings this year. 

Mr. Petty. Higher than any other companies reporting. 
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Mr. Baxer. I don’t know what the net amount will be, when you 
consider the total income and expense statement. 

Mr. Petty. The point I am getting at is you apparently were 
not trying to protect your connections the way that the Phillips Co. 
was when they raised their posted price, according to your statement. 
You just thought your expenses were going up. 

Mr. Baker. Not only our expenses but the expenses of these cus- 
tomers that we have. We have a long-range relationship with our 
customers, of course. 

Mr. Petty. Do you compete for connections with the Phillips Co. ? 

Mr. Baker. There is very strong competition for connections with 
all of the purchasing companies in our area, and in many fields we 
are competing. What I was saying to Mr. Wolverton was this price 
change was not made because we were afraid of immediate loss of 
connections to Phillips on account of this particular change in price. 

Mr. Petiy. Thank you, Mr. Chairman. 

The Cuarrman. I have been trying to figure out how much that 
is per day. Do you have a slide rule there so you can tell me how 
much that is per day ? 

Mr. YouNGER. Mr. Stevenson said it is $80,000 a day. 

The Cuamman. That is coming pretty close. I had it $87,766. 
So we will take it at $80,000. That is a pretty good increase per 
day, is it not? 

Mr. Baxer. Yes, sir; it is a considerable increase, but it still does 
not offset the cost. 

The Cuarrman. Having in mind that there is a difference of about 
a hundred thousand barrels per day—is there not, between what you 
buy, and what you sell? I am trying to carry in my mind the fig- 
ures that you gave this morning. I think it was 400,000 and some 
as against 500,000 and some. It was approximately a hundred thou- 
sand barrels. 

Mr. Baxer. I will give you those figures again. We produce ap- 
proximately 350,000 barrels. We refine approximately 250,000 bar- 
rels. We purchased approximately 427,500 barrels in 1952, and we 
sold about 521,600 barrels a day, so what we did, in effect, was to 
sell all of the oil that we bought, plus approximately 100,000 barrels 
a day of our own production. 

The Cuarrman. Well, whatever way you figure it, it is a very con- 
siderable amount. 

Now we get back to the question of the increase in price put into 
effect back there in 1947, that increase was first posted, I think, as 
of November 28, and you people, Humble, posted it on December 8. 
That was a period of approximately 10 days. In this instance it 
wasn’t even 10 hours. How did it happen that in 1 instance it was 
10 days before you could make up your mind what to do, and in this 
instance it was only less than 10 hours? 

Mr. Baxer. I don’t recall the exact reason for the delay in 1947. 
I have undertaken to explain rather fully the reason why we moved 
quickly here, because we were hopeful that the market would settle 
out on the prices which we named to erase these inequities that had 
grown up over the years between the prices of the various grades of 
crude, so that the prices paid would more nearly approximate their 
real values . 
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The Carman. Was your action on June 15 the result of any 
knowledge that you had that Phillips would do that ¢ 

Mr. Baxer. I had no knowledge of what Phillips might do. 

The Cuarrman. You had no knowledge that there would be any 
increase until they did so? 

Mr. Baker. None whatsoever. 

The Cuarrman. Then what did Mr. Rathbone mean in his state- 
ment, to which reference has been made on several occasions, in May 
of this year when he said this? “It has been generally known in the 
industry that price adjustments were in order.” What I would like 
to know is what do you mean that it was generally known, and that 
it was generally known in the industry? If this came to you as a 
surprise on the 15th, it couldn’t have been a surprise to Mr. Rathbone, 
in view of the fact that he has stated that it was generally known 
in the industry. What I am trying to fet at is why he would make 
a statement like that if it was not generally known. 

Mr. Baxer. I think it is a perfectly understandable statement to a 
man in the industry who is familiar with conditions, and that is this, 
that all the people in the industry are familiar with the cost increases 
that have occurred during the 5 years since there has been a price 
adjustment. They were familiar with the supply-and-demand situa- 
tion, and that those did justify price adjustments. As I read in our 
statement this morning, we pointed out in our annual report earlier 
in the year that conditions warranted price increases basically, and 
that if the industry was to carry on and continue to meet the increasing 
demands at the costs it was having to pay, it would have to have a 
price increase. That, I think, was wt understood in the industry. 
That is why I say, in my answer to your question, No. 3 I believe it 
is, that I attach no particular significance to Mr. Rathbone’s state- 
ment. I could have made the statement as well myself, or any num- 
ber of people in the industry could have truthfully made that state- 
ment at the time. 

The CHarrman. But. you could not have said who was going to do 
it or when they were going to do it, is that right? 

Mr. Baxer. Each fellow would have to make up his own mind as 
to when he might move to do something about it, as to whether he was 
going to move at all. 

The Cuarrman. Then when he makes up his mind to move, that 
helps the others to make up their minds, is that right? 

Mr. Baxer. Well, it might. 

The Cuarrman. Evidently it does. 

Mr. Baxer. Mr. Chairman, the people in business very frequently 
test out the market by making an advance in the price without know- 
ing, necessarily, that the other people are going to follow, that their 
judgment as to what the market will stand is justified. For instance, 
just in September 1948, Phillips increased the price of crude another 
35 cents. I assume that it was hopeful that the others would meet it. 
A few did. And we didn’t think it was justified, and issued a state- 
ment at the time that we thought the supply situation didn’t warrant 
a price increase and we did not increase. The matter stayed on for a 
time and Phillips and all those others who had posted an increased 
price dropped back down and canceled out their price increase. 

You heard Mr. Willetts testify here yesterday that in February 
this year they tested out the market by making an advance of a cent 
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a gallon in gasoline. They thought, he said, that the market justified 
the increase. The rest of the degre did not think so and they did 
not follow. As a consequence he withdrew his advance and was 
forced back to the lower price by competition. 

When Phillips made its advance on June 25, it is quite evident that 
the purchasers in the market thought that the general judgment that 
there should be a price increase was sound judgment, and the market 
established a price, not Phillips’ price, but another price, established 
as a result of the market conditions. 

Mr. Hesevton. Mr. Chairman, may I ask a question ? 

The Cuairman. Yes, 

Mr. Heseuron. Did you say the purchasers thought it was a sound 


ag a 
r. Baxer. I say the purchasers must have thought it was a sound 
analysis or they wouldn’t have followed. 

Mr. Heseiron. You do not mean purchasers in the sense of the 
ee who pay the freight at the lower end? 

r. Baxer. I mean the crude-oil purchasers who name these prices. 

The Cuatrrman. I am a little lost to understand this. 

Assuming that there is increased cost that you speak of, with your 
total assets increasing from 1943 each year, without deviation, from 
$478 million to $1,106,200,000 in 1952, and with your stockholders’ 
interest increasing during that same period from $383 million, and 
without deviation each year showing an increase, until it reached $928,- 
500,000 in 1952, and with your net income increasing with 1 or 2 excep- 
tions from $45,700,000 in 1948 to $145,300,000 in 1952, I cannot 
understand where the element of cost looms so big that the public 
should be charged for that, in view of the earnings that the company 
was making. 

Mr. Baxer. Well, I pointed out at the time I gave the figures that 
these changes in total assets, stockholders’ investment, and net income 
are all affected by a number of factors. The first factor is an increase 
in the volume of operations. During the late 1920’s and the 1930’s we 
acquired a large number of very valuable oilfields or sizable units in 
a large number of very valuable oilfields, including sizable holdings 
- — Texas—Conroe, Webster, Tomball—and a number of the fine 

elds. 

We acquired those at relatively low cost. Before the war that pro- 
duction was held at a very low level. For example, the Webster field 
at the beginning of the war was producing about 7,500 barrels of oil 
a day. oie the war the production from those fields was greatly 
increased. For example, to use an illustration, the Webster field went 
up from 7,500 barrels a day to nearly 60,000 barrels a day. Since that 
time we have been producing increasing quantities of crude. In addi- 
tion to that, we have been acquirin substantial holdings and drilling 
a large number of wells, and we have been increasing our refining 
facilities, increasing our sales facilities, and carried on a continually 
increasing volume of business. Also, I would like to point out that 
the dollars that you are looking at in the 1952 figure are not the same 
dollars you are looking at in 1943, because in the meantime the value 
of the dollars depreciated very substantially. I don’t have the figures, 
but those dollars are not the same dollars in purchasing power. They 
are very substantially less dollars. 
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Mr. Heserron. You think that doing this is going to help that situa- 
tion at all, sir? 

Mr. Baxer. What is that? 

Mr. Hesetron. Do you think that what you are doing in this, and 
what the industry is doing, will help that situation at all? 

Mr. Baxer. I think what the industry is doing in this instance is 
to the long-range interest of the consumers in this country, because 
I think that if this industry is to continue to provide the necessary 
crude oil to meet the const: intly expanding demand for the country, 
and if it is to maintain and provide anything like the reserves that 
the Government is insisting all the time that we should maintain, we 
have to have prices that will offset these higher costs to enable us to 
make the investments that are necessary to find the oil, to dev elop it, 
and to produce it. I think that very definitely this price increase for 
an industry such as the petroleum industry that is undertaking to 
provide this country not now but in the future with its necessary 
gasoline, fuel oils, and other petroleum products, will be in a better 
position to perform the service that it should perform for the country 
as a result of this price advance, and that it is fully justified. 

Mr. Heserton. Do I understand you to be a lawyer? 

Mr. Baker. Yes; I am a lawyer. 

Mr. Hesevton. I might have made a motion to the chairman to 
strike that entire answer as perfectly unresponsive. Any court in the 
land would grant it. You have gone all around the map. I asked you 
if what you were doing was going to affect what you are complaining 
of, and that is the decrease in value of the purchasing power of the 
dollar. Will you try to answer that directly yes or no? 

Mr. Baker. I think 

The Cramman. If a lawyer can answer a question yes or no, it will 
be surprising. 

Mr. Hesevron. It would surprise me, too. 

Mr. Baxer. I am not sure that I could say that it has the effect 
of depreciating the value of the dollar, although I would say that any 
increases in prices, in a sense, are inflationary. 

Mr. Hesetron. ‘Absolutely. Thank you. 

The Cuarrman. Gentlemen of the committee, I realize I have taken 
considerable time. If we continue here the rest of the evening I would 
not be able to finish what I have in mind to ask. You folks have 
been very patient here awaiting an opportunity, and I am going to 
relinquish the asking of further questions today. That does not mean 
that I will not tomorrow, Mr. Baker. If you people wish to ask some 
questions, I am perfectly willing to relinquish. 

Mr. Younger, I see a look upon your face that would indicate you 
have some questions. 

Mr. Youncer. I have a few questions here, and I think, Mr. Baker, 
they can be answered without going into detail. 

If! interrupt your explanation, you gave great credit to the Texas 
Railroad Commission, the great benefit “which it had rendered to the 
oil companies; is that true? 

Mr. Baxer. Well, not merely the oil companies, but I think to the 
Nation ; yes, sir. 

Mr. Youncer. Well, I am talking about the Texas Railroad Com- 
mission and your company. I am not including anything else. 
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Now let’s just confine it to that. Have they been a great service 
to your company ¢ 

Mr. Baxer. Yes; because they have helped to conserve our oil 
reserves. 

Mr. Younger. All right. Do you look upon your business in any 
way, since you have appealed to the Railroad ¢ Commission, as a public 
utility serving the public a necessity of life? 

Mr. Baxer. No, sir; I don’t look upon our business as a public 
utility. I think that the public-utility Sadia i is a type of business 
that has dedicated its particular business to a public use, and is in 
the nature of one holding itself out to serve the public in a par- 
ticular capacity, and subject to general public control, and is not 
what you call a risk-taking business because its returns are guaran- 
teed by rates. We are a risk-taking business, and not a public utility. 

Mr. Younecer. Mr. Baker, I am interested in your philosophy; I 
am not trying to badger you. I am interested fundamentally in your 
philosophy and w hat you were trying to tell us this morning. We 
can do that without oration. You defined a public utility. Now 
will you define your company ? 

Mr. Baxer. Yes, sir. My company is a private-enterprise business, 
engaged in a risk-taking enterprise, a very high-risk-taking enter- 

rise. 
. Mr. Younger. Allright. How would you define, then, the Southern 
Pacific Railroad ? 

Mr. Baxer. I would say the Southern Pacific 

Mr. Younaer. They are a private company, are they not? 

Mr. Baker. Yes, but its—— 

Mr. Youncer. They serve the public, do they not? 

Mr. Baxer. Yes. 

Mr. Younger. They take a risk, do they not? 

Mr. Baxer. Well, they take a risk but 

Mr. Youncer. Say yes or no. Do they take a risk or do they not? 

Mr. Baxer. Yes; they take a risk. 

Mr. Youncer. They answered all the questions that you answered. 
Now, what else do you do that they do not! 

Mr. Baxer. May I undertake to clarify my thinking on that? 

Mr. Youncer. Without taking too much time, yes, because I do 
not want to pursue this too far, but I am interested in your philosophy. 

Mr. Baxer. Well, I think that businesses like agricultural busi- 
nesses, stock raising, coal mining, the oil business, are businesses that 
are, of course, prov viding products for the public. They have to sell 
their products to the public, but they are not like r: \ilroads or tele- 
graphs or airlines that are holding themselves out to perform a par- 
ticular public service, and are so closely related to the public business 
that we have come in this country to the point of regulating their 
business in such a way that their rates of service and charges are fixed 
and their incomes are guaranteed on the basis of the rates that are 
fixed. These other businesses are competing in a very free market. 

Mr. Youncer. What other businesses? You are referring now to 
the utilities that you mentioned, or your oil companies ¢ 

Mr. Baxer. No; I mentioned agriculture, re raising, the oil busi- 


ness, the coal business, and that sort of thing, private enterprises that 
are not and have never been considered as public utilities. Now, in 
our business—— 
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Mr. Younger. Well, let’s get back just a minute. The thing that 
I cannot understand is you being wedded to the railroad commission— 
I am from California and we do not have any control of our oil by 
the State, and I would rather resent the State getting into it and mak- 
ing a utility out of it, from that standpoint. But you have given us 
a great discourse on how the State serves you and how the railroad 
commission serves you as a corporation, and what a benefit they are 
- you as a corporation. I want to know where the public comes in 
there. 

Mr. Baxer. I would like to answer that. 

Mr. Youncer. Yes. 

Mr. Baxer. The public is greatly interested in the preservation of a 
natural resource like petroleum and gas. It has a very vital interest 
in the continued service of those fuels for the Nation. These States 
have police power to protect the public in certain cases. As I ex- 
plained this morning, people who find oil in an oil and gas reservoir 
are all tied together in this bundle, and if I drill a well on my land, 
adjoining your land, and produce my oil from that well, and you don’t 
offset it and produce, I get your oil. 

Mr. Youncer. We understand all of that. That is very thoroughly 
understood. 

Is there any difference in the oil reservoirs in Texas or in any of 
the other States? 

Mr. Baxer. Well, basically they are the same. 

Mr. Youncer. All right. Do the railroad commissions regulate 
in the other States? 

Mr. Baxer. They do in most of the States. Not the railroad com- 
mission but most of the oil-producing States, Alabama, New Mexico, 
Louisiana, Florida, Mississippi, Oklahoma 

Mr. Youneer. That is, they utilize public-utility bodies to regulate 
them ? 

Mr. Baxer. They use conservation commissions of one kind or an- 
other to do this. 

Mr. Youncer. We do not need to pursue that any further because 
I am not interested in it. 

Mr. Baker. I thought you wanted to know wh 

Mr. Youncer. No; you covered all of that in detail. 

Mr. Tuornserry. Mr. Chairman, I wonder if the gentleman would 
let Mr. Baker give a complete answer to his question. Mr. Younger, 
you asked him a question and I thought maybe you would like to get 

is answer to it. 

Mr. Youncer. No; I have it, Mr. Thornberry. He is just reiterat- 

what he gave this morning. 

mr Hesetton. I can assure you that in your absence the witness 
has had an opportunity to go over the field very thoroughly. 

Mr. TuHornserry. If you came to our State you would be treated 
very courteously and given an opportunity to say what you wanted 
tosay. While I have been on the committee I have listened to every- 
body, and I had hoped Mr. Younger would permit the gentleman 
to answer the question. 

Mr. Youncer. I want to be courteous, but I want to be courteous 
to these other people who have been patiently waiting for 2 or 3 days. 
If you want to go into detail, you may go into detail but you will 
not save any more souls than have been saved thus far, I am sure. 
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Mr. Baxer. The only thing I want to get clear in your mind is that 
the regulation by the railroad commission in Texas does not make 
these companies public utilities and they are not regulated as public 
utilities. They are regulated in this sense, to prevent the waste of a 
natural resource in which the public has an interest. 

Mr. Youneer. That is all right. Now I want to get at one other 

roblem here. At great detail you have stated about the costs, and 
F would like to ask you one question. If you were operating in your 
business and you found that your costs went up 25 percent in the 
year, and yet at the end of the year your net income was the same 
as the previous year, would you feel that you were justified in raising 
the price of whatever product you had? 

r. Baxer. Well, I think that you must bear in mind that the price 
which we are paying affects a lot of other people. We are buying 
427,000 barrels a day of outside oil, and there is a customer relation- 
ship with them and it isn’t our costs alone that are involved in this 
question of crude-oil prices but the costs of the independent producer 
who is selling to us. In other words, this is an industry price ques- 
tion that is involved, and not merely the incomes of any one pur- 
chaser or any one company. 

Mr. Youncer. Now let us go back and I will ask the same question 
again, Mr. Baker, and this is a hypothetical question that has not a 
thing to do with people that you are buying from. If you were 
operating a business, and you found that your costs of doing business 
had increased 25 percent during the year, yet when you came to the 
end of the year you had exactly the same amount of net income as to 
your capital and all that you had the previous year, would you feel 
justified in raising the price of your product? 

Mr. Baxer. I think I might very well be because my net income 
could not remain the same against those increased costs, if they go up 
25 percent. Then my income goes down. If my costs went up 25 
percent it might wipe out all my income. 

Mr. Younger. You know, Mr. Baker, that is not a true statement. 
For instance, in your own figures, you are selling gasoline today 
cheaper than you did in 1920, and yet your cost of production has 
gone up tremendously. But you have put in savings, you have put 
in refinements, you have done a lot of things that offset your cost. 
As I said before, I am talking about where you find at the end of 
your business year your costs have gone up 25 percent, yet you have 
found that your net return is exactly the same, due to savings and 
due to other things in your business—— 

Mr. Baxer. Do you mean in the same year? 

Mr. Youncer. Yes, in the same year your net is the same. Would 
you feel justified in raising the cost of your product? 

Mr. Baxer. I think that would depend on whether or not my in- 
come might continue that way another year. I don’t know that my 
net income would remain the same the next year against these 
increased costs. 

Mr. Youncer. I guess we cannot get the answer. Let’s go back 
to one other thing here in your statement. 

On page 9 here is a quotation from your statement. 

Mr. Baxer. Do you mean in the original statement? 
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Mr. Youncer. In your statement that you read this morning. This 
is the public statment that you put out for the public. You state: 
“These facts mean that crude-oil prices have not reflected the decline 
in the value of the dollar for any part of the large increase in costs 
that have occurred in the past 5 years.” 

The question is, Are those two items or are they the same item? 

Mr. Baxer. Well, they are, in part, the same item, and, in part, 
they are not. As we explained above there, rates of pay and cost of 
materials used in production have increased more than prices gen- 
erally. So those things have added higher costs than the mere de- 
preciation in the value of the dollar, and in addition to that our 
costs of drilling and producing had gone up even at a higher rate 
than the depreciation in the value of the dollar, and in these other 
things. So there are two items there. 

Mr. Youncer. You think there are two items? 

Mr. Baxer. Yes, sir. 

Mr. Youncer. All right, will you tell me how you can depreciate 
the value of the dollar other than by its reflection in the purchase of 
something ¢ 

Mr. Baxer. I don’t think I could. 

Mr. Youncer. Then there is no decline in the value of the dollar 
except in its relation to its purchasing power; is that not true? 

Mr. Baxer. That is what its value is. 

Mr. Youncer. Then it is not two items, it is only the one item. You 
have said here that you make two items out of it. You say it has 
not reflected the decline of the value, as one item, nor the part of the 
Jarge increase in costs, as though there were two different things. 

Mr. Baxer. They overlap. 

Mr. Youncer. No, they do not. How can they overlap? How 
can you take a dollar and depreciate the value of it other than in its 
relation to things? 

Mr. Baker. Well, you take the dollar and buy goods with it. To- 
day you can buy, of all goods, a hundred units for a dollar. A few 
years later, with that same dollar, you can only buy 75 units. The 
value of a dollar in that instance has depreciated 25 percent; has it 
not ? 

Mr. Younger. Yes. 

Mr. Baxer. Now, I may be carrying on an operation in which I 
have to buy products of one kind and another with which to carry 
on my business, and it costs me under those conditions 25 percent 
more on the average to get those products. That is due to the depreci- 
ated value of the dollar. But in addition to that, in the drilling of 
wells to greater depths, and at a greater co&t, I have to spend a lot 
more money in order to get to find oil because of the deeper wells 
that I have to drill, the cost, even with these dollars, is greater still. 

Mr. Youncer. Well, again, the dollar that you are spending for 
the deeper well is only the depreciated dollar that you had. It is 
the same dollar. 

Mr. Baxer. Yes, but in the meantime my cost of operation has 
gone up by the depreciated value of the dollar plus these other things. 
That is all we are saying there. 

Mr. Youncer. Do you think there are 2 items or do you think there 
is only 1 item? 








PETROLEUM STUDY 331 


Mr. Baxer. I think there are two elements. 

Mr. Youncer. That there is such a thing as higher costs and there 
is such a thing as depreciated dollars, and they are two different 
items ¢ 

Mr. Baxer. Could I make this clear? If we are drilling wells 
and we drill a well to 6,000 feet 

Mr. Youneer. | am sorry, I have to leave. There is a call on the 
floor of the House. We have to go. 

Mr. Hese.ton. Do you have any questions, Mr. Pelly¢ 

Mr. Priuy. No; I have no questions. 

Mr. Hesevton. Do you, Mr. Bush ¢ 

Mr. Busn. I have one question, Mr. Chairman. 

Mr. Hesevron. Mr. Bush. 

Mr. Busu. Mr. Baker, you operate the Humble Oil Co., Inc. ? 

Mr. Baker. We operate the Humble Oil & Refining Co., incorpo- 
rated in the State of Texas. 

Mr. Busu. Since these increases that you put into effect, do you feel 
as humble as you did before they went into effect ¢ 

Mr. Hesevron. Is that all? 

Mr. Busn. That is all. 

Mr. Hesevron. Mr. Baker, are you aware of the fact that yesterday, 
while Mr. Willetts was testifying here before us, the Socony-Vacuum 
Co., which he represents, reduced the price of kerosene and light heat- 
ing oil by three-tenths of a cent a gallon in tank-wagon delivery and 
thirty-five one-hundredths of a cent a gallon for tank-wagon delivery 
in New York and New England! Were you aware of that? 

Mr. Baxer. I believe I heard his testimony to that effect. 

Mr. Hesevron. You heard what ¢ 

Mr. Baker. Didn’t he testify yesterday they reduced it? 

Mr. Heseivon. No; that took place while he was testifying here. 

Mr. Baxer. No; I am not aware of it. I have not followed the 
markets while we have been here. I know that some others, or one 
other company at least, reduced those prices. 

Mr. Hesevron. Not only one but several. 

The CHamman. Atlantic did. 

Mr. Hesevron. Atlantic announced a cutback on heating oil, kero- 
sene, and diesel, and also introduced a temporary discount ‘of twe nty- 
five one-hundredths of a cent a gallon. In addition to that—I have 
it here but I know you saw this—Sun Oil also reduced, and at least 
two others of the major suppliers in that area reduced on those items. 
There was an indication that other suppliers would probably meet 
Atlantic’s action, although it was uncertain whether this can be ac- 
complished by an outright reduction or the use of special discounts. 

That having occurred so rec ently, can you tell us whether or not 
you feel that ‘there is a likelihood that your company will readjust 
downward the increases you have posted ? 

Mr. Baker. We are not marketing on the east coast, you understand. 

Mr. Hesexron. I understand that. 

Mr. Baxer. We are marketing only in Texas and very limited 
amounts of these products. What we will do about the prices of those 
products I don’t know. As I said, we undertook by increasing our 
tank-wagon price of gasoline seven-tenths of a cent, and the price of 
fuel oil 25 cents, and the distillate five-tenths of a cent, to offset to 
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the refiner the cost of 25 cents a barrel for crude. Now, our price 
for gasoline was three-tenths of a cent lower than most of the people 
named. 

Mr. Hesevrron. You are a major supplier of gasoline in Texas, I 
understand. 

Mr. Baxer. Yes. We supply about 16 percent of the business. 

Mr. Hesston. Sixteen percent of the gasoline sold in Texas? 

Mr. Baker. Yes, sir. 

Mr. Heseitron. So what you do has a very decisive effect upon the 
users of gasoline in the State of Texas? 

Mr. Baxer. Yes. These prices here, as I understand it, do not 
affect gasoline. 

Mr. Heseiron. Not as yet. Let us hope and pray that maybe some 
light will be seen by some people before long. All the way through, 
you have used the prices of all commodities. I do not know what 
your source has been, but today there was released the economic indi- 
cator prepared for the Joint Committee on the Economic Report by 
the Office of the Economic Adviser to the President, and if you had 
used that you would have found that there was a high point in 1951, 
then a constant recession until March of 1953, when it reached 110. 

Now, I am going to read off the figures from that time on: 

April 109.4; May, 109.8; this year, in June, the week ending June 
2, it was 109.7; the week ending June 9, it was 109.6. The week ending 
June 16 it was 109.3; the week ending June 23, it was 109.6; and the 
week ending June 30 it was 109.4. 

Mr. Baxer. What is the base? 

Mr. Hesetron. These are the prices of all commodities. 

Mr. Baker. I mean what year is taken as a base for his index? 

Mr. Hesewron. It is the Department of Labor statistical table. The 
year 1947-49 was one hundred. So you have a picture as indicated 
oy that chart of all prices reaching a high early in 1951, and then with 
just a couple of short fluctuations steadily going down. 

In the face of that, can you now justify your argument that you 
took into account the increased costs of all commodities in arriving at 
your conclusion you were justified in imposing this increase? 

Mr. Baxer. Yes, sir; I think that any indicator you will take, we are 
using the Government figures on the Consumers’ Price Index, as I was 
using this morning in connection with the price of gasoline. I was 
using the Bureau of Labor Statistics figures with 1926 as 100. Gener- 
ally we have been talking about the price indexes used by the Bureau 
of Labor Statistics. 

Mr. Hesetron. In other words, you choose to select an index that 
satisfied your argument you were going to make here without any ref- 
erence to the actual official governmental statistics as to the cost of all 
commodities ? 

Mr. Baxer. No, no. I beg your pardon, sir. I am using the Gov- 
ernment statistics as a basis for the index, or the Government, except 
in the case of gasoline prices which are the American Petroleum 
Institute figures. 

Mr. Hesevron. As a matter of fact, you are using consumer prices, 
are you not? 

Mr. Baxer. The figures that I have been using here on indexes are 
Government figures. 

Mr. Hesevron. On consumer prices? 
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Mr. Baxer. Well, that was true on the service station gasoline ques- 
tion. I was using consumer prices. 

Mr. Hesevton. What have consumer prices to do with the costs of 
operating an industry? Why did you not use the all-commodity index 
which includes the industrial figures? 

Mr. Baxer. If you will let me answer the question, I think I can 
clear up the point you are making. 

Mr. Hesevron. Will you look at that chart before you do, and observe 
the line that shows all the index? It is on the face of it. 

Mr. Baxer. I have not seen this particular publication, but the 
things we have been using here to indicate the increases in costs have 
been, I believe, the wholesale commodity increases of the Bureau of 
Labor Statistics. 

Mr. Heseiton. Will you read for the record what the legend says 
on the top of that particular paragraph? 

The Cuatrman. I would like to say to the witness, Mr. Baker, you 
are dealing with figures, comments, and conclusions, and so forth, 
and if you feel you could be helped by havin ~~ individual who 
accompanied you to sit alongside of you to be of assistance, it is 
perfectly all right. 

Mr. Baxer. I am having difficulty understanding his questions. 

Mr. Hesetton. I want you to understand them. Will you read out 
loud what the ue is on that page? 

Mr. Baxer. This legend here which is from the Economic Indica- 
tor, July 1953, prepared for the Joint Committee on the Economic 
Report ss the ce of the Economic Adviser to the President, has 


a heading here “Wholesale Prices.” 


Wholesale prices which were higher on the average in May than in April 
fell slightly in June. Prices of farm products and foods declined through June 
while industrial prices rose a little during the last half of the month. 

Mr. Hesevton. You see the line there, do you not, of all commodi- 
ties? 

Mr. Baker. Sir? 

Mr. Hesevtron. Do you see the line on the chart that shows the 
progress of the all-commodity index? 

r. Baxer. Yes, I see that. 

Mr. Heseiton, And is it not true that from 1951 on there has been 
a steady decrease with 1 or 2 exceptions? 

Mr. Baxer. This line here is the line, first, on farm products, and 
other than farm products, processed foods, and all commodities. 

Mr. Heseiron. And you referred to all commodities? 

Mr. Baker. Yes, sir. I was talking primarily about a comparison 
with 1948 on all commodities. 

Mr. Heseiron. Well, let’s see if we can get at it in another way. 
Did you say that gasoline in 1943 was 40 percent less than in 1952, 
while the general cost of living index was 50 percent more? 

Mr. Baker. What I said was this: that based on the Bureau of 
Labor Statistics Consumers’ Price Index for 1926, used as a hundred, 
that in 1943 that index was 97.9, and that today that index, at the 
end of 1952, that index was 150.2, which is an increase of a little 
better than 50 percent, that in 19438 the price of gasoline, less the tax, 
averaged 14.56 cents, from which I should have said there was a 40 
percent. increase to the 1952 price of 20.24 cents, and that therefore 
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the gasoline had not gone up in price in proportion to the increase 
in the Consumers’ Price Index. 

Mr. Hesetron. All right. If you had taken the index at 97 in 
1943, and 150 in 1952, you would find that the cost of living index in 
1943 was 35 percent less, while gasoline prices increased more than 
the cost of living. That is entirely contrary to the presentation you 
have made here. 

Mr. Baxer. Well, here is your index. I do not know any way to 
apply it except from the figures. 

Mr. Hesevron. I am trying to point out some of the fallacies of 
your conclusions. Now let us turn to another matter. 

On page 5 and again on page 7, you refer to the desirability of 
this country having a reserve capacity of at least a million barrels 
daily. I do not think you intend to let your statement imply to us 
that this is solely on the ground that the Secretaries of the Interior 
and Defense wish it as a matter of national security, do you? 

Mr. Baxer. The Secretary of the Interior and the Secretary of 
National Defense have both urged upon the petroleum industry that 
as a matter of national security we should have in this country a—— 

Mr. Hesetron. I understand that, but you do not intend to leave 
the impression, do you, that that is the sole reason why the country is 
looking for that additional capacity ? 

Mr. eae I do not know any other reason. 


Mr. Hesevron. Let me call your attention to the testimony of Mr. 
Gene Holman, the president of your own parent company, who was 
speaking before the House Ways and Means Committee on May 13, 
and he referred to the Petroleum Administration for Defense sponsor- 
ship of this excess reserve capacity in these words: 


Moreover, a margin of producible capacity above actual output is usual in the 
oil business and is necessary to provide flexibility and orderly management of 
production. In the years preceding World War II there was a margin of suffi- 
ciently producible capacity in our country amounting to about a million barrels 
daily and actual crude oil output at that time was under 4 million barrels daily 
compared to more than 6 million barrels at the present. 

How can you reconcile Mr. Holman’s statement with your com- 
pany’s? 

Mr. Baxer. If I said that the oil companies were acting solely on 
that, I didn’t mean to say it. I thought you were asking if the Govern- 
ment was asking for these reserves for other reasons than national 
defense. 

Mr. Hesevron. I tried to make it very clear. I said you did not 
want to leave the impression with us that you were acting solely on 
the ground that the Secretary of Defense and 

Mr. Baxer. Not at all, sir. What I was undertaking to say to you 
was this: that the industry in the public interest has been working 
diligently to build up a million barrels of reserve capacity a day, and 
that the carrying of this added reserve costs money, it costs a con- 
siderable amount of money, and it is a factor in the increased costs 
which we should recover in price. That is what I am trying to say. 

Mr. Hesetron. I am very glad you brought that in, because I want 
to ask you another question about this depletion allowance. It appears 
clear that the depletion allowance is, and it is so recognized as-being, 
an incentive provided by the Government to stimulate the exploration 
for and discovery and development of oil resources. It seems to me 
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that in the face of our growing demand for petroleum products and 
our needs for national defense, the development of additional crude 
oil reserves as well as a reserve production capacity would be most 
desirable. However, it also appears to me that through this depletion 
allowance the Government already substantially has been paying for 
it and the consumer has, too. If the Government has been paying for 
it, and if this is a reserve production capacity to be used in time of an 
emergency, would you feel that, as someone has suggested, this capac- 
ity should be set aside or frozen, or handled in some way so that it 
would be actually at the Government’s disposal in time of emergency ? 

Frankly, I now do not see just how that could be done, but it would 
appear that there might be something to the argument that this reserve 
capacity has been created as a result of the Government’s tax assist- 
ance, and then its use is left up to the States to determine through their 
control the amount of oil they allow to be produced. What have you 
to say on that point? 

Mr. Baker. Well, I think that the major premise is all wrong. 

Mr. Hesevton. What is the major premise? 

Mr. Baxer. That the Government is paying for these reserves. 

Mr. Hesetton. What does your company get on a depletion allow- 
ance every year, or what did it get last year? 

Mr. Baxer. We get 2714 percent depletion, except—— 

Mr. Heserton. How snake in dollars? 

Mr. Baker. I can’t answer you what the depletion for tax purposes 
is. I can’t answer that offhand. You ask what I have to say. I would 
like to discuss this depletion thing briefly here. It has been asked of 
all the witnesses, and you have, by this question and statement, im- 
ar the idea that the Government is paying these companies money 

y this depletion allowance in the income-tax law. 

Mr. Hesevron. I will rephrase it. The companies have benefited 
substantially by this depletion allowance. ‘Their treasuries have 
benefited. 

Mr. Baxer. Yes, I think we have benefited as a sound tax measure. 

Mr. Heseron. I am not arguing whether it is sound or not. I said 
benefited. 

Mr. Baxer. It has benefited by it as against some other tax measure 
that would be lower. May I say this, that the 16th amendment to the 
Constitution authorized a tax on income only and not a tax on capital, 
and since the first income-tax law was passed in 1913, Congress has 
recognized that the income-tax laws must take into account depletion 
of natural resources, incident to production, for the reason that pro- 
duction uses up the capital that is involved. 

Now, depletion is comparable to depreciation on other capital goods. 
To avoid taxing the capital as though it were income, Congress has 
done two things: First, 1t has given a depreciation allowance on phys- 
ical equipment and that sort of thing so as to permit the replacement 
of these physical capital goods. Instead of taxing all the income on 
a factory that costs so much money, they permit a depreciation allow- 
ance of so much a year for the purpose of replacing that capital. Now, 
in a very similar way, the depletion allowance is set up for the purpose 
of taking into consideration the fact that when you produce a natural 
resource you are consuming the very capital itself. If I have an oilfield 
and I am producing the oil out of that field and selling it, I am in 
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effect selling my capital asset. And in selling my capital asset, in my 
sale price I am not getting income under the constitutional view of the 
thing. I am consuming my capital. 

Now, in 1918, Congress provided for depletion on the basis of the 
discovery value. Prior to that time, after the enactment of the 1913 
law, the Bureau had undertaken to make a reasonable allowance for 
this purpose. In 1936, more or less at the suggestion of the Bureau, the 
depletion was changed from a basis of discovery value to a basis of 
percentage depletion, which was designed to have the same effect but 
which was more practicable of administration because the Bureau was 
having a terrible time ascertaining the discovery value and you could 
not close out the tax accounts. So they went to percentage depletion. 
Experience has shown that depletion is a sound pamnonnals for enabling 
the replacement of that part of the oil or gas that is consumed in the 
process of production. Experience has shown that the principle is not 
only sound but that the experience of the industry, that the returns of 
the industry, are about right. In 1949—— 

Mr. Hesevtron. Well, in effect, it gives you additional means with 
which to make further explorations and discoveries; is that not true é 
Is it not true that that is what it boils down to? 

Mr. Baker. It provides an opportunity for you to replace these 
reserves that you have been taking. That is the purpose. 

Mr. Hesetron. That is right. You do not replace the oil itself, you 
go out and find other oil to take its place, or that is what you try to do. 

Mr. Baxer. Mr. Heselton, this country is involved in the matter of 
how much oil is produced. We are dependent upon an industry to 
meet this growing demand for oil. 

Mr. Hesevron. I understand that. I think all of us do. 

What I am trying to get at is that this is a substantial tax advantage 
to the industry, and although IT am not a tax expert, I do not recall that 
there are any similar advantages, for instance, to the farmer who depre- 
ciates his soil or to the owner of a woodlot who cuts his wood. I am 
not arguing the merits of it. I am simply asking you if it is a fact 
that you are given this advantage, is there any merit, in your opinion, 
to the freezing in or the making solely available to the Government 
in times of an emergency the additional million barrels of capacity 
that you have developed ? 

Mr. Baxer. This depletion allowance, of course, is an aid to the 
industry in replacing its reserves and therefore is an advantage. But 
I take issue with you on the point that there is any similarity between 
the man who takes the coal out of his mine that is not replaceable, 
or the oil out of his fields which is not replaceable, with the man who 
cuts wood from his woodlot which wood is replaceable. 

Mr. Heseiton. Now I want to switch over for a minute—and there 
are only two more points, Mr. Chairman, that I want to cover here. 

The Cuarrman. You may proceed. 

Mr. Hesevron. That is with reference to the argument with 
to the Texas Railroad Commission, but I do not address myself to 
them any more than anybody else. I know you realize in article 5 
it was specifically set up that it is not the purpose of this compact to 
authorize the States to join therein or to Fimst the production of oil 
and gas for the purpose of stabilizing or fixing the price thereof, and so 
forth. I am glad you were frank this morning in admitting what 
so few witnesses before this committee have been willing to admit, 
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that there is not any question but what the operation of the Texas 
Commission and the ales commissions in establishing the maximum 
efficient rate, or I think you said the market demand, whichever is 
lower, in relating itself to the market demand, of course, affects the 
price. There is no question about it, and you said so. And you did 
carefully hedge it then by talking about stabilizing the industry, I 
realize that. 

But the secretary of the commission himself, appearing before the 
Senate committee in 1948, was asked whether or not, and I will read 
from the committee report— 


Despite this provision the executive secretary of the compact testified that 
the purpose of the State proration laws was to “prorate to market demand” 
and that when you limit to market demand, of course, you affect price. 


That being true, and having in mind all that you have put into this 


record, I want to put something into the record at this point and ask 
you to comment on it: 


OKLAHOMA City, June 16.—Oklahoma Conservation Director Walker T. Pound 
has accused west Texas oil producers of “trying to chisel in” on Oklahoma’s 
traditional oil markets. 

Director Pound, who opposed a move to reduce Oklahoma’s oil production 
allowable next month, made the accusations in an information letter mailed 
to oil regulatory officials and private oil firms. 


He said he will recommend the July allowable be maintained at the present 
figure of 519,260 barrels daily. 

The conservation director declared he believes his move to publicize Okla- 
homa’s position will serve to quiet demands of west Texas producers that 
Oklahoma’s production be reduced. 

Mr. Pound declared that companies with big production in west Texas have 
taken the lead in seeking to cut Oklahoma’s allowable in the last few months. 
He singled out R. F. Windfohr, Fort Worth, president of the Texas Mid-Continent 
Oil and Gas Association, as leader of the move. 

Mr. Pound said he was aware that Texas crude-oil stocks are growing while 
Oklahoma’s are declining, but added: 

“This whole thing boils down to one basic fact: West Texas producers are 
trying to chisel in on a market that has historically belonged to Oklahoma, 
Kansas, Illinois, Michigan, Kentucky, and Indiana. 

“The Great Lakes crude marketing area has always been primarily served by 
these States.” 


Mr. Pound said that cutting Oklahoma’s allowables has not resulted in any 


decrease in imports; “nor has any credit been given us for out attempt to cooper- 
ate in reducing national crude-oil stocks.” 

He added: “On the contrary, we have. But cutting allowables, particularly 
in southern Oklahoma, merely made room for a less desirable type of sour crude 
produced in west Texas.” 


In my opinion, that blows sky-high any possible allegation that what 
you people have in operation is not in fact in violation of article 5. 
Is it not in fact an effort to reduce the national stocks? Is it not 
intended deliberately to affect the price so that if your stock is down 
and the demand is up, the natural economic result is that the prices 
can be raised ? 

I am making the assertion that the record shows all of this is part 
and parcel of a deliberate effort to do just exactly what that man says 
is cans done when they were cooperating in reducing the national 
stocks. 

Mr. Baxer. I would like to answer that. I find the position taken 
here wholly inconsistent with the position being taken that the Rail- 
road Commission of Texas has been cutting below the market demand 
in order to fix the price. This fellow is complaining about the west 
Texas people having higher allowables and taking his market while 
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his allowable is cut down. Those two positions are wholly at variance 
with each other. If Texas is cutting down, it cannot be stealing Okla- 
homa’s markets. 

Mr. Hesevron. Yes; but there is no question, is there—— 

Mr. Baxer. It is just the reverse of the contention which is being 
made here. With all due respect to the director of conservation in 
Oklahoma, the State of Oklahoma has done very little limiting of 
production by market demand for a number of years. They have not 
cut their allowables because of production in excess of market demand 
very many times. They have been producing on the basis of regula- 
tion at maximum eflicient rates. 

Now, the State of Texas, on the other hand, has been getting the 
effect in the reduction of its markets, by the movement of the Okla- 
homa crude produced under those conditions, and has been trying to 
hold its mhadadtion somewhere near a market demand so as to avoid 
these consequences that I mentioned this morning of unratable taking, 
and the difficulties that they have been in in trying to prevent waste 
in the administrattion of their laws over the years. 

Mr. Hesrevton. What you are saying is that Oklahoma has been 
operating on a true conservation basis, relating its allowables to maxi- 
mum efficient return, and Texas, on the other hand, if we will accept 
your statement now, has been giving the emphasis to the market 
demand. 

Mr. Baxer. No; I don’t agree with that. 

Mr. Hesexron. If that is so, it blows the argument up. 

Mr. Baker. The Texas commission has been. giving emphasis to the 
total question of the prevention of waste. The basic consideration 
is the prevention of waste. They apply to the prevention of waste 
whatever measure they have to apply; they are regulating all fields to 
maximum efficient rates. No field is producing above maximum efli- 
cient rates, but if by that they cannot bring about conservation, when 
the markets are not sufficient to absorb the maximum efficient rates, 
then they are cutting below maximum efficient rates so as to prevent 
waste by disconnected wells and unratable taking within the fields. 

The true conservation in a case where we have a reserve productive 
capacity, as explained this morning, can only be accomplished by the 
limitation of production below maximum efficient rates to the current 
market demand. 

Mr. Heseitron. Now I will turn to one final subject. In the first 
place, before you reached your conclusion that you were going to 
post these increases and as the chairman indicated apparently. reached 
it rather rapidly after Phillips announced their increase, I assume 
you gave full consideration to the impact this would have on your 
ultimate customers. 

Mr. Baker. Upon our ultimate what? 

Mr. Hesexron. Your ultimate customers, the purchasers of your 
product. The final purchasers? 

Mr. Baxer. Yes; we considered our whole customer relationship; 
yes, sir. 

Mr. Heseiron. What estimate did you arrive at as to the final annual 
cost of the increase to the ultimate consumer ? 

Mr. Baxer. I have not figured on the total cost of the advance in 
prices for the Nation as a w vhole. It can be figured out. 

Mr. Heserton. No; I say on your own company. 





PETROLEUM STUDY 339 


Mr. Baxer. In my own company, the cost to the ultimate consumer 
would be at the rate of 25 cents a barrel on the amount of oil which 
we handle. 

Mr. Heszvron. I would like to have it in dollars. 

Mr. Baxer. Do you mean a day? 

Mr. Hesevtron. Did you not figure it out ¢ 

Mr. Baxer. A day? 

Mr. Heserron. Annually. 

Mr. Baxer. Yes, sir; I can figure it out. 

The Cuarrman. I believe he has given that already, has he not? 

Mr. Hesston. No; that was on the crude, I think, Mr. Chairman. 

Mr. Baxer. On the total amount of crude oil which we sell it amounts 
to epeceeenntey $47,750,000 a year. 

ne Hesevton. $47,750,000. That is on crude oil only, is that 
right ? 

Mr. Baxer. Yes. That is just translating this crude oil. 

Mr. Heseiton. It would be a higher figure if you worked it out 
in terms of your gasoline product and others ? 

Mr. Baxer. Not on the basis of increased prices we made. It 
would be very litle higher because we reflected that in our added price. 

Mr. Hesevtron. Do you disagree with the estimates that have come 
before the committee that an annual overall additional cost will 
probably reach not less than $500 million a year ? 

Mr. Baxer. Well, the total production is about 21% million barrels 
of oila year. It would be in excess of $500 million. 

Mr. Hesetton. It would be in excess of $500 million? 

Mr. Baxer. Yes. 

Mr. Hesexton. That, of course, you recognize, as has been suggested 
by the chairman, by Mr. Younger, and by others, is without the 
slightest question of doubt, inflationary ? 

Mr. Baxer. Iamsorry. I didn’t understand you. 

Mr. Hesexron. I say, you recognize, do you not, that that is clearly 
inflationary on our overall economy ¢ 

Mr. Baker. Well, it may be inflationary. But I want to point 
out—— 

Mr. Hesevron. You mean adding a half billion dollars a year to 
the consumers cost of living is not inflationary, to manufacturers, to 
the transportation industry ? 

Mr. Baker. I think it may have an inflationary influence. 

Mr. Hesetton. Now, pardon me. I am trying to get some things 
in here so we can get out. You say maybe, and if you want to leave 
the record that way, it is all right with me. 

Mr. Baxer. If you do not want me to—— 

Mr. Hesetton. I don’t want you to go over this which has been 
gone over, if that is what you mean. If you have anything to add 
which is additional, all right. 

Mr. Baxer. I want to point out that the petroleum industry has 
been carrying these added costs over a 5-year period when other 
people have been enjoying higher prices. 

Mr. Hese.tron. And at the same time the petroleum industry, by 
and large, has increased earnings substantially, has increased its 
assets, has increased its dividend payments to its stockholders, is that 
not true? 

Mr. Baxer. Not high in relation to other industries. 

Mr. Heseuron. Very substantially ? 
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Mr. Baxer. No, not higher in relation to other industries. 

Mr. Hesevron. The record will speak for itself. It is all in here. 
You have, as a company, and have mentioned it in your statement, and 
you mentioned it in your answers, you have as a company and your 
shareholders have as individuals, a very substantial stage in what this 
Government is trying to do in terms of stopping this decrease in the 
purchasing power of the dollar, in stabilizing our economy, in getting 
rid of deficits, and if possible, getting some income-tax relief both to 
your company and to the stockholders and everybody else in this 
country. You don’t dispute that, do you? 

Mr. Baxer. I am very much in accord with the whole program of 
stopping expenditures and of undertaking to stop inflationary move- 
ment; yes, sir. 

Mr. Hesexron. I want to read three brief excerpts from the re- 
ports of some companies here which I think are very pertinent to this 
point. This is from the annual report of Sinclair : 

Under the new administration elected last November, a substantial reversal 
of Government policy toward business is taking place. The order of the day 
appears to be widespread decontrol and maintenance of minimum controls in 
order that free enterprise can have the maximum opportunity to build a sound 
business economy. The realization of this opportunity is something which a 
substantial portion of business has sought for some time. It must be recog- 
nized, however, that the opportunity carries with it grave responsibilities, and 
obligations, if the new policy is to work under present-day conditions. It is my 
belief that one of the most important factors to be weighed in predicting the 
future is the manner in which it is reasonable to expect these responsibilities 
and obligations will be performed. 

That is from one of the great segments of your industry. Another 
short statement 


Mr. Baxer. I agree with that. 
Mr. Hesetron. In which the Middle States Petroleum Corp. said 
clearly : 


There appears the first evidence that these added costs are being absorbed 
and compensated for by increasing production, earnings, and reserves. 


And, finally, Gulf Oil takes a realistic and encouraging view: 


This presages a period likely to stimulate technological improvements, cost- 
reducing procedures, a rounding out of expansion programs and a need for 
strengthening operating schedules. If these developments are forthcoming, the 
oil industry should continue to progress and any decline in earning power should 
be limited to moderate proportions and be offset by gains in efficiency and 
underlying strength. 

I think those statements are very commendable. I must say that 
I think the performance in connection with this cost increase defeats 
the very fine statements that have been made there, are a blow to the 
administration’s program and certainly should be reconsidered by 
these companies at the earliest possible date. I hope you will take 
leadership in insisting that that reconsideration which has already 
apparently begun in the northeast will be thoroughly explored and 
that we have the results in the immediate future. 

That is all, Mr. Chairman. 

The Cuarrman. I do not think we will go into the question any 
further, but with respect to what you have just read, I have before me 
a report that the Gulf Oil Co. announces it is increasing its price of 
Middle East crude 25 cents a barrel July 10. That makes the posted 
price $1.75 per barrel, for 31 to 31.9 gravity crude. 

Mr. Hesettron. I guess you can start the merry-go-round. 
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Mr. THornperry. I would suggest we ask Mr. Heselton not to read 
any more fine statements which he endorses until he finds out about 
the increases. 

The Cuarrman. I believe those that he read relate to the domestic 
economy as a whole. 

Mr. Baker, we realize you have been under a pretty severe and 
grueling tension today, from morning until late afternoon. We will 
take a recess now until tomorrow morning at 10 o’clock, when we will 
resume with you as the witness. 

Mr. Hesevton. Mr. Chairman, I neglected to ask permission to file 
in the record a short tabulation with the average price of gasoline in 
50 representative cities on the first of the month from 1919 through 
Seed of this year, compiled by the Texas Co. It will be very help- 
ful to the record. 

The Cuarrman. You may have that permission. 

(The tabulation referred to follows:) 


Average price of House Brand Gasoline and taz per gallon, in 50 representative 
cities on first of the month 


[Data gathered and compiled by the Texas Co.] 


Service Service Service 
station station station 
price price price 
(excluding (excluding (excluding 
tag) tar) tar) 


Period Cents | Period Cents | Period Cente 
1919 25.41 12.41 16.93 
29.74 | 19: 13.64 19.54 
Be oisneh cb lbibakldds 26.11 | 1935 13.55 20.27 
24.82 | 19: 14.10 20.08 
21.06 14.59 | 1! 20.31 
19.46 | 19: 14.07 20.24 
20.09 13.31 January... 20.26 
20.97 | 18 12.75 February... 20.04 
18.28 13.30 March 19.93 

17.90 | 1S 713.96 ; 
714.12 January_____ 20.28 
714.19 February... 20.29 
*14.22 : 20.62 

14.69 

4 Excludes OPA compensatory charges paid to Defense Supplies Corp., or its predecessor, 
to cover excess transportation costs as follows: 1942, 0.496 cent; 1943, 0.444 cent; 1944, 
0.427 cent ; 1945, 0.261 cent. 

Mr. Baxer. I did not get to finish a reply to one of your questions 
asked a while ago, and if I may I would like to add this on the ques- 
tion of depletion. That is that the study made by the Mid-Continent 
Oil and Gas Association shows that the experience of producing com- 
panies was that their exploration costs, exclusive of productive wells, 
was about the same as the allowable depletion under the statute, and 
that last year, as an example, our total exploration expenses were 
about the same as the maximum allowable that was made under the 
act, and that as a result even with the depletion allowances that are 
made, a study shows that the profits of the petroleum industry rela- 
tively are lower than that of the manufacturing industries, and the 
trade industries, based on the National City Bank analysis of the 
income from manufacturing and trade, and the Chase National Bank 
study of the petroleum industry. 

The Cuarrman. We will recess until 10 o’clock tomorrow morning. 

(Whereupon, at 5:17 p. m., the committee was recessed, to recon- 
vene at 10 a. m., Thursday July 9, 1953.) 
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THURSDAY, JULY 9, 1953 


House or REPRESENTATIVES, 
ComMirree ON INTERSTATE AND ForetIGN CoMMERCR, 
Washington, D. C. 

The committee met at 10:15 a. m., pursuant to recess, in room 
1334 of the New House Office Building, Hon. Charles A. Wolverton 
(chairman) presiding. 

The CuarrMan. The committee will come to order. 

Before we start the questioning, I would like to make an announce- 
ment with reference to this coming week. When we adjourn these 
hearings this week, whether it be today or tomorrow, depending upon 
circumstances, it is our intention to continue hearings on Monday 
next, at which time we are arranging a program. Notice as to those 
who will appear on that occasion will be given later in the day prob- 
ably. Then on Wednesday of next week, I am inviting Mr. Harold 
Stassen, or some representative from Mutual Security Administration 
to appear before the committee to give testimony as to the effect of 
the present rise, of which some notice has been given in reference 
to the Middle East field. It is our desire to know what that will 
mean, what effect it will have upon the dollar deficits of those Euro- 
pean nations to whom we are supplying aid. 

In addition to that, I am addressing a telegram to Charles E. 
Wilson, reading as follows: 

The House Committee on Interstate and Foreign Commerce has been con- 
ducting an inquiry into recent increases of gasoline, crude oil, and other oil 
products. Inasmuch as the military are substantial purchasers of oil and oil 
products both here and abroad, we shall welcome your appearance or your 
designated representative before the committee next Wednesday, July 15, at 
10 o’clock, to tell us just how much more these increases in domestic prices, as 
well as those such as announced yesterday by one of our companies operating 
in the Middle East, will cost the military services in the fiscal year 1954. In 
addition to your direct purchases, trust you may give estimate of what will 
be the additional cost contained in the materials you buy. 

The questioning of Mr. Baker will now be continued. 

Who has the desire to question Mr. Baker? 

Mr. Hate (presiding). Mr. Schenck, do you wish to question the 
witness? 

Mr. Scuencrk. Yes; thank you, Mr. Chairman. 

Mr. Baker, I have been very much interested in your statement 
and in your comments, and there are just a few items that I would 
like to clear up in my own thinking and perhaps for the record. 
Did you attend the meeting of IPE in Tulsa? 
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STATEMENT OF HINES H. BAKER, PRESIDENT, HUMBLE OIL & 
REFINING CO.—Resumed 


Mr. Baxer. IPA. 

Mr. Scuencs. I am reading here from a Wall Street Journal 
oo of May 13 of this year, which describes a meeting held by 
the International Petroleum Exposition. 

Mr. Baxer. No; I didn’t attend the exposition this year. 

Mr. Scuenck. I wondered if you had any comments to make as 
to the technological improvements that have been made in exploring 
and finding crude oil. 

Mr. Baker. I am not an engineer, Mr. Schenck, but I am familiar 
generally with those matters, as an executive who is not an engineer 
would be. In the matter of exploring for oil, and the finding effort, 
of course, we have had very decided improvements in all the tools 
used in exploration. The method of the use of the seismograph has 
been very greatly improved, so as to define prospects more definitely, 
and gravity meter readings are better, and various methods of geo- 
physical exploration are constantly in process of improvement. The 
industry is spending a great amount of money on research in that 
area, and prospects that a few years ago could not be located, that is, 
structures that are favorable for the accumulation of oil and gas, can 
now be located and fairly well defined by the instruments in use. 

In the field of production, there have been a great number of im- 
provements in drilling equipment and drilling techniques and in the 
matter of testing wells and completing them, and aero. edhe by which 
the formations may be fractured and the oil moved more readily into 
the wells. 

Mr. Scuencx. You are referring there to such systems as hdrofrac 
and sanfrac and microwave and lorac? 

Mr. Baxer. Yes, sir. There are a great number of improvements 
oing on, and the industry is spending great sums in research in all 
elds of its activities. 

In refining, the refining processes are constantly under research 

effort and study. 

I believe there has been no process discovered in the last few years 
that would compare, for instance, with catalytic cracking. 

Mr. Scuencx. That is a little different subject; is it not? I am 
talking now about wells. 

Mr. Baker. You want to confine yourself to production. 

Mr. Scuenox. Right at this moment. 

Mr. Baker. I believe I have said what I want to say about that. 

Mr. Scuencrk. Since you have had these scientific advancements 
and have used these various systems for fracturing, as you call it, the 
underlying strata, producing more oil for the given well, that has 
happened; has it not? 

Afr. Baxer. Yes. In many fields, the capacity of the wells and the 


total recovery from the reservoirs have been greatly increased by these 
methods. 

I would like to point out, however, that the experience of the indus- 
try in the last several years has not been too good in the finding of 
many of the large prolific fields. And these methods that you are 
talking about, applicable to the poorer fields that we are finding today, 
often are of very great help. 
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Mr. Scuenck. Would it not be true, then, that the wells of which 

you speak are delivering more oil than they did before ¢ 

Mr. Baxer. Yes. 

Mr. Scuenck. Would it not then follow that receiving this oil 
without the cost of drilling new wells is added production or income 
j to the company owning the well ? 

Mr. Baxer. Yes, to those companies owning those particular wells. 
But, actually, compared with the earlier periods, and with different 
kinds of fields, that becomes a more costly operation. To have to do 
these extra things makes the operation more expensive. 

Mr. Scuencx. Per barrel ? 

Mr. Baxer. Per barrel and per well. 

Mr. Scuencx. But if you do not have to drill additional wells and 
you are getting production here, are you not saving the drilling 
— ? 

fr. Baker. On the particular well that you bring in that way, by 
those procedures; yes. You get more oil and get a higher return. 

Mr. Scuencx. This story here indicates that Standard Oil of In- 
diana, which developed and licensed the process, estimates that frac- 
turing will contribute 20 to 25 billion barrels of oil within the next 
15 years, and then they go on here: “Oil that could not be produced 
commercially without fracturing.” If you can produce as much as 
between 10 and 25 billion barrels of oil in that number of years, does 
that not mean that your production from these wells has been in- 
creased and therefore the cost has been lowered ? 

Mr. Baxer. Yes; that istrue. That simply increases the productive 
reserves of the industry by that amount. 

I would like to point out that with all of those methods and with 
all of the secondary recovery methods that are being use, improved 

rocedures of the industry, my company, for example, is producing 

ess oil today than it was in 1948. 

Mr. Scuenck. From the same number of wells? 

Mr. Baxer. No; we have spent a great amount of money and have 
productive capacity above the amount that is being produced. But we 
are actually producing less oil, which means that the cost per barrel, 
therefore, is much higher. 

Mr. Scuenck. Why are you producing less oil? Is it not available? 

Mr. Baxer. We are producing less oil, because we are producing un- 
der the allowables that are set by the conservation agencies of the 
States in which we operate. 

Mr. Scuenck. Then the oil which you are producing is not at the 
capacity of the well but according to conservation. 

r. Baxer. That is right. Many of these wells are limited by the 
maximum efficient rate of production, and many of them are limited 
by the orders of the agencies limiting to market demand, as a waste 
prevention measure, as I stated yesterday. For example, in the State 
of Texas, the allowable was 20 producing days per well during the 
month of June. During the month of July, it was 21 producing days, 
out of the 31. And, of course, that leads to oil that could be produced 
within the maximum efficient rate that is not being produced, by reason 
of the order. And it is on that account, Mr. Schenck, that the indus- 
try has this reserve producing capacity, that the Interior and Defense 
Departments are constantly urging the industry to build up and main- 
tain as a matter of national defense. 
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Mr. Scuenck. You feel, then, that even though these conserva- 
tion laws do limit the capacity of the wells and therefore increase your 
costs, the overall benefit is worth the increased cost, in order to build 
up reserves. Is that your position? 

Mr. Baxer. Yes, sir. I think from the standpoint of the national 
interest in the prevention of physical waste, and from the standpoint 

articularly of the small independent producer in preventing drainage 
y those who are fortunate enough to have markets, and to provide 
a system by which every producer, big or little, shares in the output 
from a given reservoir, 1s a very important matter, and is in the 
national interest, and in the long run is in the interest of the producers. 

Mr. Scuencx. Now I would like to go for a moment to the actual 
refining of the crude. Have there not been great technological im- 
provements in the refining of crude? 

Mr. Baxer. Yes, sir; and those are going on all the time. And in 
my company, we are spending on the order, I believe, of $414 million to 
$5 million a year in research in these various fields that you have 
mentioned. And the industry is doing the same thing. That is why 
I said yesterday, among other things, the industry is progressive. 

Mr. Scuencx. Has that resulted in the production of more salable 
items in dollars per barrel ? 

Mr. Baker. Yes. It particularly has resulted in producing higher 
quality products and a higher percentage of the higher quality prod- 
ucts from a barrel ~f 9il. 

Mr. Scuencx. Now, during World War II, there was a considerable 
lowering, was there not, of the octane rating of gasoline sold at the 
filling-station level? 

Mr. Baker. Yes, sir; because of the shortage of tetraethyl lead pri- 
marily and also because of the shortage of butylenes and other mate- 
rials used in the making of aviation gasoline. 

Mr. Scuencx. Yes. Now, since that time has the octane rating been 
brought back up on the grades of gasoline sold in the filling stations? 

Mr. Baxer. Yes; it is higher than it was before the war. 

Mr. Scuenck. It-is higher now than it was before World War II? 
We are getting better grades of gasoline now? 

Mr. Baxer. Better grades of gasoline than we have ever had. 

Mr. Scuenck. How much additional dollar value has been devel- 
oped out of a barrel of crude oil compared to what it was prior to the 
war? 

Mr. Baxer. I am not able to answer that question, Mr. Schenck. 

Mr. Scuenck. Would it be possible for your company to supply the 
committee—— 

Mr. Baxer. That will vary, of course, very widely as between refin- 
eries, depending upon the type of equipment the refinery has, depend- 
ing upon the kind and grade of crude that the refinery is using; and 
there are a great number of technical variations there that would make 
it difficult, I think, certainly, for any one company, to provide an 
answer for that. 

Mr. Scnencx. I am told that in the production of electricity by coal, 
in the last few years there have been tremendous improvements in 
the methods used, by higher steam temperatures, by greater steam 
pressures, by the use of turbines, and so forth, so that it only requires 
a fraction of a pound of coal to now produce a kilowatt-hour of elec- 
tricity ; and in spite of the fact that a public utility has to have on hand 
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a tremendous pile of coal to use, and therefore a big investment, the 
reason they have been able to meet increased wage costs and increased 
taxes and everything else and still sell the electricity at the same or a 
lesser fee is because of these increased technological improvements. 

Now, is that true in public utilities and not true in the gasoline- 
refining business? 

Mr. Baxer. Oh,no. The technological improvements that you have 
been discussing here have greatly improved quality and the efficiency 
of the products and have lowered costs. Of course, that has also 
reahined: considerable added investment because in order to do the 
things that you are talking about, you have to invest in equipment, 
you have to build plants, which means that there is a great addition 
of capital investment involved in doing all of these things you refer to. 

Mr. Scuenck. Well, certainly. 

Mr. Baker. But they have greatly improved efficiency and have 
enabled our industry to pay continuing increased wages. The workers 
in the petroleum industry are among the highest paid workers of any 
industry in the country and they have been going up. We have just 
had a 4-percent increase in wages in the last 3 weeks. 

Mr. Scuenck. Did not your financial statements indicate that you 
could still sell gasoline at the prices prevalent here just a few weeks 
ago and still make a lot of money? 

Mr. Baker. I don’t think we can continue to carry the burden of 
costs that we have had building up on us since our last general advance 
and continue profits. For example, in our own company, in the last 
5 years, since the last increase in crude oil, our pectin tele gone down, 
not up. 

Mr. Scuenck. Percentagewise ¢ 

Mr. Baxer. No; actually moneywise. In 1948 we made $186 mil- 
lion. In 1952 we made $145 million. 

Mr. Scuenck. Was that because of increased taxes or what? 

Mr. Baker. Well, it is because of these various items of increased 
costs that I discussed on yesterday. We were just looking last night 
at our annual reports, and in response to the inquiries that the chairman 
was making about being spunillé trying to get this question of costs 
a little better in hand—and these figures ought to be rather interest- 
ing. Iam just going to give three items of cost here. That doesn’t 
take into account a number of other items that I may mention, but 
just three items of cost in the production line. 

Dry (drill) hole costs of Humble Co. from 1948 to 1958 went 
up $16,567,000. 

Mr. Scuenck. In spite of these new techniques of finding 

Mr. Baker. Yes, sir, in spite of all of the improved techniques, drill- 
ing more dry holes, a aleds percentage of dry holes, as I pointed 
out yesterday morning. Our payroll during that period has gone up 
$19,955,000. Our production taxes have gone up better than $4,800,000. 

The effect of that, based on our crude oil production, for the year, 
means that in dry hole costs alone there has been an increase of 14 cents 
a barrel, and in production taxes an increase of 4.7 cents a barrel, 
and in the production payroll, which I estimate at 36 percent of the 
$19,955,000 figure that I used for the company as a whole, 11.4 cents, 
or 30.1 cents a barrel increase in cost from 1948, since the time we made 

| our last increase in crude, on those three items alone. Now, that 
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does not include such things as exploration expenses exclusive of dry 
holes, depreciation, administrative overhead, lifting costs other than 
taxes and payroll, which are generally much higher also. So that, as 
I said yesterday, the 25 cents advance in crude prices which have 
been made doesn’t anywhere near offset the added costs that we have 
incurred in the interim between the time when we made our last crude 
oil advance and this date. 

Mr. Scuencx. Just this one question. Then how much increase in 
volume dollars have you had at the other end, the selling end? Your 
volume of business has increased, has it not ? 

Mr. Baxer. Since 1948? 

Mr. Scuencx. Yes. 

Mr. Baker. No, I don’t believe so. I think our volume of business 
is down. AsI said a while ago, our production is down, and our net 
income is down by more than $40 oilien Our gross income in 1948 
was something over a billion dollars. I don’t have that figure here, 
but I know that that is correct; and our gross operating income in 
1952 was $975 million plus. 

Mr. Scuencx. I yield to Mr. Heselton. 

Mr. Heseiron. What is the situation taxwise in regard to the costs 
of drilling? You give your dry hole increase as $16,567,000. How 
do you handle that on yourtax? Do you write that off! 

Mr. Baxer. I am sorry. I didn’t get that question. 

Mr. Hesevron. Do you write that off to cost of drilling? 

Mr. Baxer. No, we don’t write off the cost of all drilling. We 
expense dry holes. And in addition we capitalize all producing wells, 
all eneiiae wells. 

Mr. Hesevton. What do you mean by “expense dry holes”? 

Mr. Baxer. Well, we include dry holes as an expenditure and do 
not capitalize it. 

Mr. Scuenckx. Is that not a deductible item, then, on your tax 
structure? 

Mr. Baxenr. It is an item of expense, yes. 

Mr. Scuenck. Then the cost is not to the company ? 

Mr. Baxer. The dry hole is a total loss, and is of necessity an ex- 
pense. We don’t net anything out of a dry hole. We have lost that 
money. And it, of course, becomes an expense. It is nothing to 
capitalize. You drill a dry hole, and you pull up and leave. That 
is a total loss. 

Mr. Hesevron. As I understand it, when you go out and drill and 
you get a dry hole, that is an item of expense. 

Mr. Baxer. That is right. We do not capitalize that. 

Mr. Hesevron. All right. Then, when you get a hole that returns 
oil or gas, you handle that under depletion. You get 2714 percent. 

Mr. Baxer. No; let’s not get confused on that. 

Mr. Hesetron. I do not want to be. 

Mr. Baxer. We don’t add depletion at that point. We capitalize 
that well, and we do, in our accounting procedures, set up a deprecia- 
tion on the wells, as on other physical properties. That is, if we 


build a refinery we depreciate that refinery at a certain rate over the 
estimated life of the property. 

Mr. Hesevtron. Let us keep on wells. Let us see what you do on 
wells. 
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Mr. Baxer. Well, we do the same thing on the physical equipment 
on wells, yes. 

Mr. Hesevton. And you depreciate it? 

Mr. Baxer. We depreciate the well, 

Mr. Heserttron. At what rate? 

Mr. Baxer. Well, that varies. 

Mr. Heseiton. What is the average? 

Mr. Baxer. The average? I can’t answer that. 

Mr. Heseiton. What is the minimum, and what is the maximum? 

Mr. Baxenr. I can’t answer that either. I am sorry, but I just don’t 
know those rates of depreciation. 

Mr. Hesetton. Is depreciation different from depletion ? 

Mr. Baxer. Depreciation is a charge against physical equipment, 
like wells, tanks, buildings, refineries, service stations. All the physi- 
cal equipment of that kind that is put in, we depreciate over the 
estimated life of the property. That is a practice in all industry. 

On the resource itselt—I am talking now about accounting, our 
accounting for the purpose of ascertaining our profits and for keep- 
ing our books—we deplete those reservoirs on the basis of their cost. 
And that enters into our accounting. For example, here in the year 
1952, as shown by our annual report, we have an item for depreciation, 
depletion, and amortization of $63,928,000 plus. 

{r. Heserton. What was that item in 1948? 

Mr. Baxer. I don’t believe I have a 1948 annual report here. 

Mr. Hesexton. All right. 1951? 

Mr. Baxer. $56,900,000. 

Mr. Hesetron. You increased that item by $7 million. 

Mr. Bixer. By $7 million or a little over. 

Mr. Hesevron. Thank you. 

Mr. Rocers. You said something with reference to the income a 
white age. What is the amount of taxes that you pay to the Govern- 
ment ? 

Mr. Baxer. To the Federal Government? 

Mr. Rogers. Yes. 

Mr. Baxer. In 1951, we paid in Federal income taxes—I am not 
sure that this is the final figure. I don’t know that we have closed 
out our 1951 figure, but it is estimated here at $51,500,000. 

Mr. Rocers. Is your company subject to the excess-profits tax? 

Mr. Baxer. We were during World War II. Under the present 
law, I don’t believe we are, because our income has been going down 
instead of up. 

Mr. Rocers. That is all, Mr. Chairman. 

Mr. Scuenck. That is all, Mr. Chairman, except that I would 
like to make this comment: I think there are some very good items 
of information in this particular story, which shoul kept in 
the file. I wanted to say also that last evening, when I picked up 
my dry cleaning, I found that the cost of dry cleaning has been 
increased 15 percent, and the dry cleaner told me that the cost has 
been increased 15 percent because of the increase in gasoline prices, 
because they use huge amounts of petroleum products. So that these 
gasoline prices are affecting every family from the standpoint of the 
amount they drive their automobile to and from work and in their 
regular course of business, and it is also affecting the family otherwise, 
as they use other petroleum products. 
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Mr. Hesevron. Will the gentleman yield on that point? 

I might add the observation that when I bought some gasoline here 
in the city within this week, I asked the ¢ we if he was gettin 
anything out of this increase, and he said, “No,” so I do not think al 
this plea from the purchasers of the product, talking now about the 
vendors of gasoline to the public, is going to make much impression 
on them. 

Mr. Scuencx. In addition, Mr. Chairman, may I say this: that 
the Gasoline Dealers Association in my congressional district has 
brought out that particular point, which report I filed with the 
committee. To the extent that the gasoline dealer has increased costs 
of wages and equipment and other business expenses, and with an 
increase in his bulk price, without an increase in the spread between 
the bulk price and the retail price, he is having to invest more money 
in his bulk storage tanks. Therefore the gasoline filling-station op- 
erator is making less money with increased gasoline prices than he 
made before. And there is a very serious situation there. 

In some States, where a producer also operates retail outlets to a 
great extent, they decide what the wholesale price shall be and what 
the retail price shall be, and the independent operator of a filling 
station just has to do what they tell him or else get out of business. 
And a large percentage of them are getting out of business. 

Mr. Rocers. Do you know of any other industry that is an avenue 
for greater contributions to the Government by way of taxes than the 
oil industry ? 

Mr. Baxer. I am not too familiar with that question, Mr. Rogers. 
I don’t know the relative tax contributions of the various industries. 
I couldn’t answer the question. 

Mr. Rocrrs. They provide a source of taxation, involving a tax of 
6, 7, and 8 cents a gallon. I just wondered if you had what they 
contribute to the Government, 

Mr. Baker. I can’t answer that. I am sorry. 

I would like to make this observation, Mr. Schenck, in regard to 
your statement: that in our case we named a seven-tenths-cent tank- 
wagon increase basically, and our retail spread was increased by three- 
tenths of a cent on the basis of the retail price, of 1 cent increase, 
which means that if the dealer increases his price a cent, he can in- 
crease it a cent or a cent and a half or 2 cents or half a cent, as he sees 
fit, but if he increases it a cent, in our case, the dealer would be get- 
tang three-tenths of a cent more, under this new price setup than 

ore. 

Mr. Screnck. I believe in your statement you said you operate 
some three-hundred-odd stations. 

Mr. Baxer. That is correct. 

Mr. Scuenck. In those cases where you set the retail price, do not 
the other dealers follow suit? 

Mr. Baxer. No, they don’t always follow suit. In general they do, 
but frequently they charge more. We have any number of dealers 
who are charging a half cent a gallon more than we charge. 

Mr. Scuenck. And doing business? 

Mr. Baxer. And doing business. They are content to do it, from 
time to time. I can’t say how long those conditions exist, but we 
have a good many instances of their charging prices on top of our 
retail margins at our own stations. 
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Mr. Scuenck. My guess is that if they do that, you will get the 
retail business. 

Mr. Pewiy. Mr. Baker, you have referred in your testimony recently 
to the increases in your various expenses which you have had since 
1948. 

Mr. Baxer. Yes, sir. 

Mr. Petty. I notice that in 1948 you had probably the highest 
earnings that you ever had. 

Mr. Baxer. That is right. That is shown in the statement I gave 
yesterday. 

Mr. Preity. That year your profits after taxes amounted to 27 per- 
cent or a little more on your invested capital, on your capital 
investment. 

Mr. Baxer. That is, on the present worth, stockholders’ investment. 

Mr. Petry. That is right; 27 percent was a pretty high return, con- 
sidering all the risk and everything else. 

Mr. Baker. Well, I am not so sure about that, because the return 
there was made on crude that we had accumulated during the period 
of the 1930’s, when we secured a number of very fine oilfields, which 
we are now having to replace, at a very much greater cost. Our re- 
placement of present reserves is very much greater than the cost of the 
reserves we are producing. 

Mr. Peuuy. I think I understand your point. In other words, you 
have had the benefit of some lower-cost wells and lower-cost reserves. 
You have been utilizing those. And in 1948 you happened to have 
a very good profit as a result of that. 

Mr. Baxer. Yes. The point I would like to make is that these 
charges for depreciation and depletion which we set up here on the 
cost are far from adequate 

Mr. Preity. Every business in the country is faced with the same 
proposition. 

Mr. Baxer. To enable us to replace those items. So, therefore, I 
can’t say that this is necessarily a higher return. 

Mr. Peuxy. Still, 27 percent was a high return. 

Mr. Baker. It is a relatively high return. 

Mr. Petty. And what I am trying to get at: What do you think, 
considering the risk and venture and all the elements that enter into 
the investment of your stockholders’ money, is a fair return? 

Mr. Baxer. Mr. Pelly, we have wrestled with that question for a 
long period and never have been able to get a satisfactory answer, and 
I can’t give it. 

Mr. Pexty. I notice that no other company that has testified here 
before has ever made as high as 27 percent. 

Mr. Baxer. That is correct. 

Mr. Petiy. And I assume that when you consider whether you 
will raise your price or not, you have an objective? You want to 
make a certain return for your investment? 

Mr. Baxer. We probably haven’t been quite that scientific in this 
business. We have an extraordinarily high-risk business. 

Mr. Petty. It has not been very risky judging from your profits. 

Mr. Baxer. With $43 million in dry holes last year, and with the 
cost of replacements going up as they are, we don’t know what our 
om may be. And I don’t think we have ever been able to set 
a mark, 
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Mr. Petiy. Well, you made 15 percent last year, and that was a 
pretty good return. 

Mr. Baxer. We didn’t think it was so good. 

Mr. Pe.iy. You did not? 

Mr. Baxer. No. 

Mr. Petiy. Did you have the benefit last year of any accelerated 
depreciation ? 

Mr. Baxer. Yes; I believe we had a very limited amount on some 
refinery equipment built to provide some more products under the 
new defense program. We haven’t had very much. I don’t know 
the amount. Asa matter of fact, we have scrutinized pretty carefully 
to hold that down for two reasons: We didn’t want to claim it during 
the period; and, in the second place, we are not too sure that we are 
going to be better off by taking the accelerated depreciation in the 
long run. 

Mr. Perry. Have you not looked at that on the basis of whether 
your equipment will be worth less at the end of the period when it is 
fully depreciated? Is that not what it is supposed to be? 

Mr. Baxer. Certain parts of it may be, and certain parts may be 
converted into other equipment. You can’t always determine that, 
Mr. Pelly. 

Mr. Petry. Well, I think the objective in allowing accelerated 
depreciation was to give an incentive for the larger companies to put 
in plants and equipment which they would not have any use for when 
the defense crisis was over. And I think that has generally been 
abused. Because they are going to have plants that are absolutely 
capable of producing when they are fully depreciated. 

Mr. Baker. That is why I say ours have been very low, because 
we have analyzed our investments there to pretty strictly to deter- 
mine whether or not they are exclusively war plants or have a place 
in our general picture. And we have not had a great amount of 
stepped-up amortization. I don’t recall the figure now. 

Mr. Petty. I am rather surprised, Mr. Baker, that your taxes in 
1951 were only $51 million. Generally we hear that corporations 
are paying 50 percent, half their profits, out. You had a net of $169 
million after paying $51 million in taxes. That would indicate to 
me that you are not being taxed as heavily as maybe smaller or other 
types of businesses. 

Mr. Baxer. I can’t answer that question. I am not, as I said, famil- 
iar with the tax picture overall. 

Mr. Petty. Did you have a chance last night to think at all about 
the amount of increased benefits that you will receive as a result of 
this price increase? You said yesterday $31 million. 

Mr. Baxer. I said that would be the gross from the crude oil which 
we produced. 

No; I didn’t work on that last night. 

Mr. Youncer. Just one question, to clear up the record, Mr. Baker. 
I think yesterday you ingle the statement, in talking about prices, 
“that you wanted to test out what the market will stand.” I question 
whether or not you want that in the record in that form, that you set 
your price at whatever price you can get, in other words. 

Mr. Baxer. I don’t believe I used it as applicable to Humble. I 
said that I was talking about the Phillips, in 1948, on the crude price, 
and the Socony-Vacuum in February of this year on product prices. 
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Well, I don’t know that that use of that word “stand” is a good 
word. Thank you. And I don’t think I meant to use it in any sense 
that the company involved is motivated by the idea of getting all the 
traffic will bear. But what I did mean to say was this: That they 
made this price change without knowing whether or not they would 
be met. And in that sense, they were testing out the market to deter- 
mine whether or not the price which they named was one that would 
stand, or maintain itself, in the face of competition. And it developed 
in those cases that they were wrong in their judgment as to what the 
market would settle out at, and had to back down to the earlier price. 

Mr. Youncer. That is all, Mr. Chairman. 

Mr. Hate. Mr. Heselton ? 

Mr. Hesettron. That question of whether it would stand would 
be determined under existing conditions by the companies themselves, 
whether they would hold the price. It would not be determined at 
all by the consuming public, who have absolutely no alternative 
except to pay the freight that you set for them. Is that not right? 

Mr. Baker. Well, Mr. Heselton, that is like any other product that 
is on the market. If the consuming public will not pay the prices, 
and you are losing business, you give consideration to cutting your 
prices to attract business. And if these prices named resulted in 
less consumer demand, that would be a factor, of course, in the ques- 
tion of the balance of supply and demand. 

Mr. Hesexiron. What I mean is that the consuming public has no 
alternative, if all the oil companies charge the same price. Is that 
not right? 

Mr. Baxer. Well, they have the alternative that any purchaser of 
any other product has, to use less of the product than otherwise. 

Mr. Hesevron. You mean they can get on a horse or ride a bicycle 
instead of running an automobile ? 

Mr. Baxer. They can drive less. They can determine within limits 
as to how much gasoline they are going to use. 

May I say this on that point, Mr. Heselton: I believe that the record 
is that the average consumption of gasoline by the American gasoline 
users is about 700 gallons a year. And on that basis, this 1-cent 
advance would mean what? Seven dollars a year, or sixty-something 
cents a month, as the added cost of 1 cent a gallon. 

Now, looking at it another way, if a man fills up his tank with 10 

allons of gasoline, which is about the average fill, as I understand 
it, it would mean that on the basis of 1 cent a gallon, the fill would 
cost him 10 cents. So I don’t know whether that is going to be enough 
to influence the consumption by the American motorist or not. But 
in comparison with other goods that he uses, on the basis of the figures 
which I gave yesterday, based on the consumer index, he is still getting 
a cheap product. 

Mr. Hesetron. And, of course, you could follow that same philoso- 
phy if the food dealers and the clothing dealers, and those who sell 
everything else to the public, did what you have been doing; you would 
have plenty added to the inflationary factor. You admit there is 
somewhere between $500 million and $600 million a year involved in 
these increases. You know perfectly well if you add on something 
like $2 billion a year, you are actually wrecking the program—— 

Mr. Baxer. I point out that we are meeting what the other fellow 
has been getting for sometime. 
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Mr. Hesexron. I would like to put this full editorial in, but I would 
like to read from the editorial from the Boston Sunday Herald of 
June 28, and call your attention to certain statements. It is entitled, 
“Oil Rush” and reads: 


Two boosts in 2 weeks in gasoline prices at the start of New England’s 
vacation season are as popular with tax-beset car owners as water in the tank. 
The big oil companies have economic words for it, and with some logic. But 
psychologically, for an industry that prides itself on contented customers, the 
1-2 price punch was mild lunacy. Two simple lessons in business or in sport 
are spacing and timing. 


Then at the end of it, it says: 


In a free economy pricing is a matter of policy and presumably considered 
judgment. In view of inventory position, in view of the two-handed price push, 
the oil companies, to put it mildly, seem lacking in finesse. There is such a 
thing as a decent interval. Price changes should not amount to a stampede. 


(The full editorial referred to is as follows :) 


[Boston Sunday Herald, June 28, 1953] 
Or RusH 


Two boosts in 2 weeks in gasoline prices at the start of New England’s vacation 
season are as popular with tax-beset car owners as water in the tank. The 
big oil companies have economic words for it, and with some logic. But psycho- 
logically, for an industry that prides itself on contented customers, the 1-2 price 
punch was mild lunacy. Two simple lessons in business or in sport are spacing 
and timing. 

At midmonth, one big producer raised crude oil prices, the first tilt since 
1947. The others were politely evasive for a day, then fell over each other to 
follow. 

Ceiling prices went off gasoline on April 1, for the first time since July 1950. 
Here is how the companies saw the combination. 

In crude oil, drilling costs had risen as much as 100 percent between 1941 and 
1951, In addition the Government had in effect asked building of emergency 
petroleum stockpiles, but with industry money, not tax money. In gasoline, 
there have been 3 years of improved quality at no price increase, while equipment, 
building and transportation costs went up. Like the producers, the refiners 
answered Government pleads for more storage and more refining plant. 

On the other hand, only steel has kept gasoline company in an increase. 
Elsewhere commodities, wheat and cotton, have made new lows as supply forges 
ahead of demand. Heavy gasoline inventories and bids to restrict oil imports 
would seem to spell lower, not higher prices. Total stocks of gasoline the middle 
of the month were 28,764,000 barrels, or 23.6 percent ahead of a year ago. 

In a free economy pricing is a matter of policy and presumably considered 
judgment. In view of inventory position, in view of the two-handed price push, 
the oil companies, to put it mildly, seem lacking in finesse. There is such a 
thing as a decent interval. Price changes should not amount to a stampede. 


Mr. Heseiron. Perhaps you have not been made aware of the fact 
that the consuming public is not taking this quite so enthusiastically 
as you think they will take it. 

r. Baxer. My answer to that is that if these prices are unsound, 
in our free competitive American economy, they will fall. If they 
are not sound, they won’t stand. If they are sound, they will stand. 

Now, under the free competitive economy, with the prices of gaso- 
line being fixed as a result of the operation of the competitive forces, 

rasoline has been uniformly cheap relative to other products. And 
i think the American competitive system will determine that, and 
determine it better than any one of us can determine it. 

Mr. Hesevron. I wish I could believe that the American competi- 
tive system had anything to do with it whatsoever. 
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The evidence and the clear evidence that has been brought in here 
| | indicates that the oil companies are the ones who determine it, and 
. the competitive system is not involved at all except between themselves 
as to how far up they can go and make each other accept it. It is 
just pure unadulterated bunk to be talking about a competitive system 
in the oil industry when you have got the allowable system which fos- 
ters an absolute complete monopoly and a stabilization of prices, and 
neither you nor anybody else has been able to demonstrate otherwise. 

Mr. Baxer. Well, the statement you made isn’t based upon the 
facts of the industry. And the competitive forces at play in the 
oil industry are no different from the competitive forces at play i in all 
other industries in the free-enterprise system. And there is not any 
one company or any group of companies acting independently that 

are going to be able to maintain prices that are not sound basically. 

Mr. Heseuron. I would like to ask you one final question. 

In questioning Mr. Hadlick, general counsel of the National Oil 
Marketers Association, I stated: 

Of course, there have been, from time to time, suggestions made, and I am sure 
in all seriousness that a remedy would consist in divorcement, and that perhaps 
the pattern has become so rigid that there is just not any opportunity for what 
you like to think of, and all of us like to think of as a free competitive system 
in the production, gathering, processing, and distribution of petroleum products? 

The witness, Mr. Hadlick, replied: “Mr. Heselton, these words, I 
think will be prophetic.” And he added some further comments. 

Do you have any comment on that? 

Mr. Baxer. I think that any divorcement would simply add to the 
cost to the American consumer, when you carry that out, because of 
the improvements and the progress that are incident to the operations 
as they are being conducted today. I don’t believe that the American 
public would be benefited by it, but that, on the other hand, they would 
be hurt by it. 

Mr. Hesevron. That is all, Mr. Chairman. 

Mr. Baker. Mr. Chairman, we have had considerable discussion on 
this question of depletion. 

The Cuarrman. Was it your intention to go into that question now ? 

Mr. Baxer. I just wanted to introduce a statement that I had made 
at a previous time in a speech to the American Petroleum Institute at 
Los Angeles in 1950 on the question of depletion, if I may. 

I would like to introduce this, because I believe it will be helpful in 
clearing up some of the prinicples of depletion as applicable to the 
Fededal income-tax laws. 

The Cuarrman. Very well. Leave it there. 

(The material referred to is filed with the committee. ) 

The Cuarmman. The committee will recess long enough for us to 
attend the rollcall and ascertain the situation in the House. I am in- 
clined to believe there will be general debate for some time, and, under 
those circumstances, we can resume during that general debate. 

So if you folks can be patient, we can return. 

Mr. Harris. I wonder, Mr. Chairman, how many more wish to inter- 
rogate this witness. 

The Cuatrrman. I know I do. I have not had the opportunity. 

Mr. Harris. Neither have I, but I doubt if I will want to ask many 
questions. He has covered the whole field. 














356 PETROLEUM STUDY 


The Cuamman. I am very anxious to bring this witness’ testimony 
to a conclusion as soon as we can. I recognize that he has come a long 
distance, has been here considerable time, and I want to finish as soon 
as I can with him and allow the other witnesses who are here to be 
heard. I am hopeful that we can do it today. 

I realize it has taken longer than maybe some of you folks expected, 
and you are all important men in your respective nnn and I am 
not anxious to keep you here any longer than is absolutely necessary. 

So we will return as quickly as we can. 

(Whereupon, at 11:20 a. m., a recess was taken until 11:45 a. m., 
this same day.) 

The Cuarrman. I want to read into the record a statement. 

It has seemed to me appropriate, lest there be any misconception 
on the part of anyone who has been attending these hearings, to point 
out that none of the questions which have been asked can be con- 
strued in any way whatsoever to indicate that this committee believes 
there should not be substantial exploration for, discovery of, and de- 
velopment of additional crude-oil reserves in this country, as well as 
the creation of a reserve production capacity available for emer- 
gencies. Indeed, on the contrary, this committee has pointed out, 
time and time again, the necessity for just such procedure and 
policy. For that matter, I believe that the committee feels that it 
early and consistently has called for this program, even before it ap- 

ears to have been recognized as an essential by those who might be 
held responsible for putting it into effect. 

In this connection, I call your attention to a report of this com- 
mittee made in the Eightieth Congress, in which we said: 

The United States has a prime stake in the Western Hemisphere becoming 
self-sustaining in the supply of petroleum. The exploration necessary in the 
proving of reserves adequate to provide this self-sustaining position should be 


undertaken when the stringencies of time and materials are less severe than at 
present. 


That was during the Eightieth Congress. 


The alternative is the diversion of critical materials and manpower to such 
effort and the making of deeper cuts and stricter ration in the civilian use of 
petroleum during such emergency. 

Now, it has become all too evident that the questions we raised in 
1948 as to the reliance which might be placed on the import of Middle 
East oil in time of emergency, on the need to develop Western Hemi- 
sphere reserves, and to do such development before rather than during 
an emergency, went unheeded. Indeed, the big programs of drilling 
and exploration which have been sponsored by the Petroleum Admin- 
istration for Defense during the past few years were exactly at the 
time that materials were required by other parts of our defense 
program. 

Now, it would seem that from all reports the materials situation 
in steel is presumed to look a little easier some time soon. I am told 
that this will not develop as quickly in the matter of oil country goods 
as in other forms of steel, but nevertheless next year, generally, ma- 
terial is not supposed to be in such tight supply. 

Now, Mr. Baker, would you think that we should not consider 
very properly that this is the time to continue exploration and prov- 
ing up of reserves? 
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I assume your answer to that is “Yes,” as you have already indi- 
cated ? 

Mr. Baxer. Yes, sir; we are engaged in that very aggressively in 
the industry. 

The Cuarmman. Well, in that connection, would it not also be 
appropriate to give consideration to the proving up of the potential 
resources of our next-door neighbor, Mexico, and even developing 
some reserves, so that these might be available to us in time of emer- 
gency? Where better than in Canada and in Mexico, right next door 
to us, without the need for ocean transportation, could we have addi- 
tional reserves, than in these two friendly countries ¢ 

From all that you have said and other witnesses have insisted upon, 
the cost of finding additional reserves in this country has been going 
up, and you think that it will continue to do so, as oil is becoming 
harder and harder to find. You also dramatically have pointed out 

our sad experience in drilling a greater and greater number of dry 
elias as you try to locate new reserves. On such a basis, would it not 
seem the part of wisdom and good judgment to give some thought 
to proving out some of the area in Mexico, where perhaps the same 
disappointing results in terms of discovery might not be experienced ¢ 

I mention that for this reason : That the studies that this committee 
has made in the past, and its visits to Mexico on the question of petro- 
leum resources, laive made it plain to us that there are many unde- 
veloped fields of considerable size in Mexico, and we know that the 
same is true in Canada. Now, the point that I am making is, Would 
it not seem very wise, under the circumstances, to take advantage of 
proved resources rather than to continually spend money for dry holes 
in such proportion as you have mentioned ¢ 

Mr. Baker. Would you like to have me comment on that? 

The Cuarmman. I would. That is the reason I asked that. 

Mr. Baker. We are operating right next door to Mexico, from 
Texas west to California, and for a number of years we have been 
desirous of operating in Mexico. We would like to go into Mexico. 
Under the present laws of Mexico, we are not able to satisfy the re- 
quirements for what we consider to be good business. We would be 
willing to go into Mexico on three business conditions: First, if we 
could be sure that we were getting some character of satisfactory 
legal titles that we could stand on. I don’t mean necessarily a con- 
cession, but some kind of legal right that could afford to invest money 
on. Second, that we would have the right to manage our operations 
in our judgment as to when wells should be drilled, where they should 
be drilled, how they should be drilled, and how they should be oper- 
ated, and to exercise the other judgments that an operator who invests 
his money would wish to have. That is the second point. 

And the third point is that we would want to have the opportunity 
to realize a reasonable return on the investments that we made there. 

Now, we have inquired into that matter repeatedly and have been 
in Mexico, but, so far, we have not been able to satisfy ourselves that 
these conditions could be met and, accordingly, have not been willing 
to risk our capital in the development of oil reserves under their present 
arrangements. 

And I think that, in the main, that represents substantially the 
—— of most of the people in this country engaged in the producing 

usiness. 
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The Cuamman. Are you familiar with the fact that there are Amer- 
ican companies operating in Mexico now ? 

Mr. Baxer. There are some operating under some old concessions 
and some operating under a type of contract that, from the study of 
the law by our lawyers, does not satisfy us that we could, with confi- 
dence and safety, launch forth on the investment. As I say, we would 
welcome the opportunity to do what you say, to operate in Mexico, if 
we could get in under conditions that would seem to us to be reasonably 
satisfactory. 

The Cuamman. I think that you can very readily understand and 
agree with me as to the advantages to our country that could be gained 
by having a source of supply that would be available in the event of 
emergency. 

Mr. Baxer. Yes, sir. 

The Cuarrman. And under such circumstances, where the hazard 
of tanker operation would be removed, as it would be in that case, 
would it not seem to you to be appropriate that somebody would sit 
down around the table and try to work out an arrangement ? 

Now, that arrangement that you spoke of as not being satisfactory 
to your company, but which is satisfactory to some others—— 

Mr. Baxer. A very limited number, Mr. Chairman. 

The Cuamman. Very limited. That is true. I would not go into 
the ramifications of that question of “limited” and why it is limited. 
I will accept your statement that it is limited. But that is an indica- 
tion at least, it seems to me, that arrangements can be worked out 
where men have the will to do it. 

Now, in that particular, if you will pardon me just for a moment, 
this committee has taken a lot of pride in the fact that when it con- 
ducted its hearings in Mexico at that time, we feel that we had a large 
part in working out an arrangement that was acceptable to some 
American companies. It seemed to us to be just a starter, and to 
indicate that such was possible. It was gratifying that there were 
some companies, even though limited as you say, who took advantage 
of that situation, and have gone in and operated in conjunction with 
the recognized laws of Mexico. 

Have you ever come to a discussion, of what the laws are, whether 
they could be changed—lI do not believe they can be—and what oppor- 
tunity there is to work under the laws of Mexico? 

It seems to me, Mr. Baker, that the emergencies are such and our 
need is so great and our cost of exploration in this country is rising 
so tremendously, with not the results that we would expect, so that 
it is about time that somebody would sit down around the table and 
see how far apart individuals are with respect to that. I do not mean 
just a spasmodic effort on the part of your company and then a spas- 
modic effort on the part of some other company, but I mean under 
proper governmental supervision and cooperation, that interested 
parties should sit down in a serious way and see if it could not be 
worked out to the mutual advantage of both countries, and particu- 
larly to our own, from the standpoint of emergency. 

Do you feel that it is impossible? 

Mr. Baxer. I would hope, sir, that in the end substantially what 
you are saying may be accomplished; that American capital may be 
invited into Mexico under circumstances that will give the protection 
and make it attractive in the manner I outlined. I don’t know just 
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what might be accomplished by a program such as you outlined at this 
time, but I certainly agree with you that it would be desirable in our 
national interest to have substantial reserves available on this conti- 
nent, proved reserves, and from our standpoint we would like to ex- 
pand into a neighboring area near that in which we are now operating, 
if we could do so in a way that would seem to us to be attractive from 

a business standpoint. 

The Crarmman. When we made our visit to Mexico, it was particu- 
larly noticeable that American capital] in other lines of industry were 
going into Mexico at a tremendous rate. I was naturally gratified 
to see that because, as we build up the economy of that nation, it is 
helpful to us, it being a neighbor nation, but nevertheless I was sur- 
prised at the extent to which it was pointed out to us that large com- 

panies in our own country had found it advantageous to invest capital 

im Mexico, and were carrying on great enterprises there, to the mutual 

advantage of our companies and to the Mexican economy as well. 

I am only hopeful that there will be a spirit or a desire to bring about 

that cooperation that must be necessary. 

I know your company has taken a very decided stand on the question 

of titles to lands and that sort of thing. 

Mr. Baxer. I don’t think, as I say, that we are insistent on con- 
cessions, as that term is used, or that the industry is insistent on con- 
cessions, but it is insistent that it shall have what it gets. And there 
is, as the chairman knows, a different policy in Mexico with regard 
to oil and gas minerals from these other activities to which you refer. 
That grows out of this historic program with which you are also 
familiar, and the change in law which occurred here several years 
ago. It will require a basic change in Mexican policy. 
The CuarrMan. Well, when you start to run afoul of the law of 
other nations, with respect to title to property, you can very easily 
get into difficulty there, as well as we do at home when we step over 
a neighbor’s line too far, put up the fence inches out of line, and that 
sort of thing. What we are going through in the Near East is that 

conflict of interest. And it is because of all that that I realize that it 
is not an easy problem. But it is, nevertheless, a problem where the 
results are so advantageous that it seems to me it would be worth- 
while to sit down and try to work out some kind of a program that 
would be mutually satisfactory. 

Mr. Baxer. You are conscious of the difference, of course, between 
the Mexican policy and the policy of Venezuela, for example, and 
other South American countries in that respect ? 

The Cuatrman. Well, I am aware that there are differences, the 
| same as we experience whenever oil companies have gone in in foreign 
countries. They have had to more or less adapt themselves to the 
laws of that country. I only hope that conditions continue well in 
these other countries where you are located at the present time. 

Well, that is enough for that, I suppose. 

Mr. Harris. Mr. Chairman, will you yield to me on that point, be- 
fore you leave it? 

The Cuatmrman, Yes. 


a eS 


tite 


; Mr. Harris. Mr. Baker, your geology division, I assume, has made 
F very exhaustive studies in Mexico, has it not? surveys, and so forth? 
17 Mr. Baxer. I wouldn’t say “exhaustive studies,” Mr Harris. We 


have considered the area. 
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Mr Harris. Have you had opportunity to study the geology or 
the surveys that others might have made? 

Mr. Baxer. It is a favorable province for the finding of oil. 

Mr. Harris. Is your company satisfied that there exist rather large 
reserves of oil in Mexico? 

Mr. Baxer. Yes; I think so. 

Mr. Harris. Now, a few of these other companies are in Mexico un- 
der arrangements worked out some years ago. Could you give the 
committee any information as to what success they have head in the 
developing of reserves in Mexico? 


Mr. Baxer. I am not too familiar with that, Mr. Harris. The 
Pemex, which is the Government monopoly, has had some recent suc- 
cesses, I understand, in the development of prospects in the area of 
the old Golden Lane. 

Mr. Harris. Do you know how much the production has increased 
in Mexico, say, in the last 5 years? 

Mr. Baxer. I don’t have those figures in mind, Mr. Harris. I am 


Sorry. 

Mr. Harris. That is all. 

The Cuarmman. Any further questions, gentlemen, on that point? 

If not, I will go ahead with my questions. 

What information could you give us as to American companies par- 
ticipating in the production of oil in Canada? 

r. Baxer. I can’t give you anything that you could depend on 
offhand. I would rather not undertake to make a statement, because 
I am afraid I don’t have enough information to make a statement that 
I could stand on. 

The Cuarrman. In your statement, you set forth what determines 
prices, starting on page 2. In that connection, I think the statement 
you made in response to our 1948 questionnaire is somewhat more suc- 
cinct, and I should like to discuss it with you. 

Mr. Baxer. Excuse me. May I get a copy of that statement so that 
I can follow it with you? 

The Cuarrman. I am only going to read a small portion of it. I 
am calling to your attention now what you said in 1948 in connection 
with what you said on page 2 of your statement. The quotation 
from 1948: 

It must be borne in mind that in the short run price is determined by the 
relationship between demand and supply and not by costs. In the long run, 
if the margin between price and cost of production becomes unduly larger or 
small, economic forces are set into effect to adjust supply and demand, and 
again restore a balance in which price provides a reasonable return in relation 
to cost. 

Now, that seems to me to be a rather significant and well-expressed 
statement of the principles which I have assumed are at work in our 
system of free competition and free markets. 

Mr. Baxer. I agree with that statement. 

The Cuarrman. Well, you made it. 

Mr. Baxer. I helped make it. I didn’t make it. 

The Carman. And that is one point we are agreeing upon. 

Of course, it was made in 1948, at a time when demand was running 
somewhat ahead of supplies. Since then we have had a tremendous 
gain in our petroleum productive capacity, as you have pointed out. 
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Now, what I would like to do is analyze that statement as it applies 
to your pricing action in the situation today, first from the short-run 
viewpoint. 

Mr. Baxer. Mr. Chairman, could I interrupt there a moment? I 
don’t recall at what period in 1948, but in the latter part of 1948 
supply outran ina In the forepart of 1948 we were pretty well 
in balance, as I recall. But in the latter part of 1948 we had a very 
large accumulation of inventories that was embarrassing to us in 
1949. I don’t know just how that relates to your introductory state- 
ment, but I think that is a fact. 

The Cuatrman. Now, what was there—and we are speaking now of 
the short run, so to speak, as you speak of it. I think you call it the 
short-run viewpoint. What was there in the demand-and-supply 
situation—and you say demand and supply determines price tla 
than cost—why you felt, on June 15, warranted a 25-cent increase in 
price? Now, we are speaking of the short-run viewpoint. 

Mr. Baxer. Mr. Chairman, I have undertaken in this statement 
to give those forces, and I thought I set forth my views on them pretty 
well yesterday. The long-range forces that were operative in June 
are those growing out of the influence of cost upon supply in relation 
to demand. And the costs had continued to rise, at that time, over 
such a long period of time, since there had been an adjustment in 
price, that it, as a long-range force, was compelling that prices go up, 
because this margin was continually growing less. And just as in 
1946, when we had this 25-cent increase to which Mr. Wiess’ state- 
ment that I read yesterday applied, we have had this thing dammed up 
for 2 years, and the forces of supply and demand, the basic forces, 
were operating during all that time, but they couldn’t find expression 
because of the price controls. Those long-range forces are still at 
work and were strongly operative in June, at the time the price 
advance occurred. 

Now, on the short-range aspect of it, in the early part of the year, 
the effect of the warm winter last winter had adversely affected the 
demand for heating oils, and the inventory position of production 
generally east of California. And that was a force that I think 
deterred the purchasers of crude from naming an increased price at 
that time, or the sellers of products from naming a higher price. I 
know it certainly deterred us from doing it. We were considering 
these long-range forces a considerable time before the controls were 
withdrawn. The fact that nobody moved except Socony on product 
prices indicated that it was a deterring factor to all of the people 
involved. 

And when Socony did move, on the price of gasoline, nobody was 
willing to follow. 

Now, the adverse effect of this warm winter was rather temporary. 
In March, and the second quarter, demand became much stronger, 
with substantial gains over the preceding year, and in May it is esti- 
mated that the demand was nearly 11 percent higher than a year 
earlier. Supplies remained at a high level, but the improvement in 
demand, considering the seasonal factors, resulted in a stronger 
market. And early in June these influences, the long-range influ- 
ences, which would have resulted in a price earlier except for these 
unfavorable short-range influences, were left free to operate, because 
both the short-range and the long-range influences combined to make 
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it seem that a price increase was in order. And those factors, and 
the consciousness and knowledge of those factors and forces, were 
present with people in the industry generally. They were well 
understood and well known. And to my mind that is the reason why 
the initial price advances were followed generally, but, of course, with 
the adjustments which I referred to yesterday. 

The Cuamman. Do you remember all through your statements 
whether now or in 1948 you laid great emphasis on the question of 
demand ¢ 

For instance, in 1948, you stated: 

At that time— 


Mr. Baxer. I would like to be sure that I know just what is being 
referred to as “at that time.” Was that the time in 1948. Is this 
referring to the Phillips advance? 

The Cuatrman. Yes. 

Mr. Baker. That was not met? 

The CHatrman. Yes. 

Mr. Baxer. I was just trying to get the factual statement in mind. 

We don’t seem to have with us that, statement. 

The Cuatrman, In December of 1948 you stated: 


At that time— 

I think it refers to an attempted increase of 35 cents a gallon in 
September of 1948. 

Mr. Baxer. By Phillips, led off by Phillips! 

The Cuatrman. By Phillips. That is right. And it was rescinded 
in December of 1948. 

Testifying before this committee in 1948, you stated: 

At that time, there was a slackening in the rate of growth of demand, 
a rapid accumulation of inventories and some weakness in product prices. 

Now, on page 7 of your statement yesterday 

Mr. Baxer. I don’t have that with me. I am sorry. 

The Cuarrman. Here is a copy of it. 

On page 7 of your statement, you say: 





There was no general increase in petroleum prices east of California at the 
time that price controls were removed. A warm winter had adversely affected 
demand for heating oils and the inventory position of products generally east. 
of California. In February an increase in gasoline prices by an east-coast 
marketer was not met by competitors and had to be abandoned. 

Now, will you explain, solely from the supply, why high inventories 
in 1948 and high production, too, did not then warr ant an increase, 
whereas high inventories and high production in 1952 do? 

Mr. Baxer. The difference is in the effect primarily of the demand 
factor. The demand factor in the latter part of 1948 was weak. It 
was slackening off. But the demand factor in June, or in this year, 
was high; and, as I 2a out here, in May the demand was 11 percent 
higher than it was a year ago. So the factor of demand, which is the 
other force operating on aie e with the supply, had a more powerful 
influence in June of this year, whereas it was a weakening influence 
in September and December of 1948. 

The Carman. What you have just said confirms what I said a 
moment ago, that you lay great stress on the question of demand. 

Mr. Baker. W ell, I lay stress on both. You can’t ignore the two. 
factors. 
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The Cuarmman. I think you do lay stress on demand very certainly. 

Now, let me bring to your attention some other things that you said 
in that connection : 

In other words, it was not the supply side of the situation but the demand 
side 
as you have been emphasizing— 
which makes a difference. 

Now, the key word on page 3, as to 1948, page 3 of your statement: 
You use these words: “demand had slackened.” You say again how 
“demand” is the key word. Demand had slackened. And on page 7, 
speaking of 1953, as of February, you say: 


Demand was adversely affected, but in May improvement in demand resulted 
in the stronger market. 


Mr. Baker. Yes, sir. 

The Cuarrman. So there is no doubt that you lay great stress upon 
demand. 

Mr. Baker. Yes, sir. The two factors. We have to lay stress on 
both of them. Both factors are active. At one time you may have 
the supply side as the active thing. For example, if you had a steady 
demand, and you cut your supply in half, then your supply would be 
the very active factor at that time. Or if your demand were steady 
and you doubled your supply, then your supply thing, under those 
conditions, would be the dominant force at play in the market. And 
vice versa. If your supply is level, and your demand is sharply cut, 
then you have a force weakening the market. If, on the other hand, 
your demand is sharply increased, you have a strong powerful force 
tending to move the markets up. 

The Cuarrman. And when that exists, that is when you put the 
price of oil up; is that right? 

Mr. Baker. If the demand is a strong, active factor at a given time, 
it tends to move the price up; yes, sir. 

The CHarrMan. And that condition existed in June, did it? Was 
that the condition in June that brought about the increase ? 

Mr. Baxer. Yes, sir: we had a strong active demand, which has 
been growing. This demand, Mr. Chairman, broadly speaking, has 
been growing ever since the war. And broadly, we have had about a 
5-percent increase in demand each year. That may not be exact. It 
is above and below, but on the average it hasn’t been far from a 5-per- 
cent increase; which means that we have had all the time a very active 
demand. 

Now, that demand, within the general upward trend, may have some 
fits of weakness and some fits of “strength, still moving broadly on an 
upward plane. That is the situation that we have had. 

The Cuarrman. The Phillips Co. said that they increased this 25 
cents a barrel because they wanted to carry on explorations. Now 
you say it is because of an increased demand. Which was it so far 
as your company was concerned that led them, within a few minutes 
of Phillips Co. to raise your price? 

Now, they raised it, as he stated here the other day, as the witness 
testified, on the basis of increased costs and desire for discovery, and 
so forth. 
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Now, I am rather of the opinion, from your statement, that you 
followed him a few minutes afterward on the basis that there was 
a stronger demand. 

Mr. Baxer. Well, Mr. Chairman, these answers are not at variance 
with each other basically. 

The Cuarrman. Not in the net result. The net result is an increase 
in the price of crude. 

Mr. Baxer. Well, the net result is, the net cause is, that these 
things are operative; and if we are to carry on an active aggressive 
program of exploration and development with costs going up like 
they are, of necessity the income side has got to go up. And that is 
what Mr. Keeler was referring to, that the increase in income to 
these producers from whom he was buying oil is a stimulus to further 
investment and will tend to bring out more production. So the 
two statements are not irreconcilable, are not in irreconcilable con- 
flict at all. They are part and parcel, really, of the long-range look 
at the market situation. 

The Cirrman. Well, of course, there may be a difference, in our 
opinion, with respect to that. 

Mr. Baxer. Yes, sir. 

The Cuamman. In your statement you said, furthermore: 


Economic forces are set into effect to adjust supply and demand. 


What do you mean by economic factors? What are the economic 
factors to which you referred when you made that statement? 


Mr. Baxer. Well, just to use an illustration, I would like to get 
the connection in which that is said, so as to tie this to that state- 
ment. What is that point in the statement? That is in the 1948 


statement ? 

Mr. THornwerry. It is in the 1948 statement. 

Mr. Baxer. I was just trying to get the connection to see how this 
statement is tied in. 

The Cuarrman. I turned over a page that I did not realize. 

Yes, that is the 1948 statement. 

Mr. Baxer. I don’t have that with me. 

The Cuamman. It was my mistake. I turned over a page that 
I was not aware of. 

Now, what I am trying to get at is: With that statement that eco- 
nomic forces are set into effect to adjust supply and demand; just 
what do we mean by “economic forces”? Now, for instance, would 
you mean that the reduction in the amount of oil allowed to be pro- 
duced by various State agencies is an economic factor? 

Mr. Baxer. Yes; it is an economic factor. Anything that affects 
supply or anything that affects the demand has an effect or tends 
to have an effect. It may not immediately be realizable in a price 
change. But it has an effect in the price relationship. 

The Carman. Well, do the companies ever take corrective steps 
to affect supply and demand ? 

Mr. Baxer. Yes, sir, they are doing it all the time as far as the 
supply is concerned, and they are hoping to affect the demand all 
the time by improving their products and delivering them at as low 
a cost as they can. 

The Cuarmrman. Well, Mr. Jennings, in his testimony in May last, 
spoke of corrective measures to reduce supply. And then Mr. Swens- 
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rud, chairman of the Gulf Oil Co., also testifying before the Ways 
and Means Committee on May 13, called it self-restraint. Are they 
economic factors? 

Mr. Baker. Yes, sir, they are economic factors. Self-restraint is 
always an economic factor. That is one of the things that I was 
trying to get at in the questioning this morning, about whether or not 
the motorists could do anything about it. The motorist who doesn’t 
want to pay the price for gasoline has several alternatives. He can 
cut down on the number of trips he takes. He can use automobiles 
that use less gasoline than the high-powered cars that he may be 
driving. He may use restraint in a number of ways to affect the 
market, if he is unhappy with the price. And all of those things do 
have an effect upon the demand side of the picture. And it is the 
aggregate of those forces on the demand side that affect the supply- 
demand relationship and the price. 

The Cuatrman. Mr. Swensrud, in his testimony, said this, and I 
will quote the exact language: 

Following conditions such as these, the rate of supply must be retarded until 
demand eatches up, and certainly under such circumstances it is reasonable that 
both imports and domestic production should share in the cutbacks. In most 
matters of this kind, however, it may take some little time for the adjustment 
to occur. Some people do not wake up to the fact as quickly as others, and 
existing schedules and inertia make for delays in the needed adjustments. 
Nevertheless, I believe that oil importers along with domestic producers—and 
most importers are also domestic producers—appreciate the problem and can be 
relied upon to exercise reasonable self-restraint when the facts are clear. 

Now, how do you interpret that “self-restraint” ¢ 

Mr. Baxer. Well, I think it means this: Let’s just take the domestic 
producer first. 

The domestic producer, or maybe the domestic purchaser, would 
be the better one to take first; and the domestic producer may be 
content to produce less oil and to cut down on his production and his 
refinery runs. That would constitute a self-restraint. It is no dif- 
ferent, Mr. Chairman, from the manufacturers. When the supply 
of any product being manufactured outruns the demand, people cut 
down on the capacity of their plants. They exercise self-restraint to 
cut down on the supply side, to bring supply back into balance with 
the demand. And this is no different from a fellow who makes hand- 
kerchiefs or the fellow who makes shirts, or the fellow who makes any 
other commodity that is consumed by the public. 

The CHarrman. Well now, did General ml have in mind this 
self-restraint and corrective measures that were referred to by Mr. 
Jennings and Mr. Swensrud, when he said that at the time that July 
allowables are set—‘the industry must go forward—could go forward 
if caution is exercised by all elements now”? 

Mr. Baxer. I, of course, Mr. Chairman, don’t know what General 
Thompson had in mind, but I would surmise that he had in mind that 
if—that those who can—if those who can influence the supply picture 
find it desirable from their standpoint to exercise caution to avoid 
an oversupply, they will have a wholesome situation. 

The Cuamman. Well, do you mean by that that the oil companies 
join together in an agreement to cut down su ply! 

Mr. Baxer. I don’t believe that at all. I think the general was not 
talking about any agreements or any understandings of any kind. 
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He was just talking about people using horsesense in the light of 


problems that they face. ; 

The Cuarmman. The significant thing about this idea of using horse- i 
sense, as it strikes me, is “that so often the horsesense is exercised at ; 
the same time by the different companies. In this instance, they in- ; 


creased it 25 cents a barrel, and with a few hours or a few minutes you { 
people had used horsesense and increased yours to equal that. And 
the others used horsesense, some of them a little bit later, and so on. 

But horsesense was increasing the price all the way along the line. 19 
Mr. Baxer. Mr. Chairman, if there is a good movie that comes 
to town, people get the idea at the same time of going to that movie. i 
The Carman. Yes. | 

Mr. Baxer. They all go to the movie, because it is an attractive 
thing to do. If the conditions are favorable for an advance, or the 
forces at work have made an increase in the price a sound thing, is 
it any wonder that people engaged in the same business and looking 
at the same facts will arrive at the same conclusion, any more than 
that they will go to an attractive movie or that they will go to hear 
a speaker, or be impelled by any other set of facts that bear upon 
their minds in the same way ? 
The Cuarrman. The person who goes to the movie usually has to 
do it within the time that the movie is to be shown; whereas you folks, 
as you testified yesterday, had been considering this matter for months, 
and you were of the opinion that an increase was due. But you did 
not go to the movies and increase the price then. You waited until | 
the Phillips Co. did it in June. Then when they decided to go to the 
movie, in your illustration, you decided to go the same night, within a 
few minutes. 
Mr. Baxer. Well, we might even decide that. I have been to 
movies where we couldn’t get in because so many people had the same 
idea at the same time. 
If you put on a sale at a store, the public comes in there at the same 
time, relatively, to buy those goods. And you will find these women 
clawing over a counter, all trying to get there at the same time, because 
there is an economic motive or force that is drawi ing them into the 
purchase. 
Now, these forces are operating on both sides of the scale, on the 
supply side and on the demand side, and they are affecting people 
who arrive at conclusions normally, on the basis of the facts that 
they find before them and that is all this market business is. 
The Cuatrman. Now, Mr. Walter Pound, the Oklahoma conserva- 
tion director, stated, in making reference to a dispute over the respec- 
tive allowances in west Texas and Oklahoma: “Nor has any credit 


been given us for our attempt to cooperate in reducing crude oil } 
stocks.” What do you interpret that complaint to be based on ? ; 


Mr. Baxer. Well, I am not sure that I know, Mr. Chairman, and 
therefore what I say here may not be of any value. But we have been 
in a situation where we have been accumulating stocks of petroleum 


and products. It is true that we have had a growing demand, which : 
has not outrun that supply problem. But it was a little acute. And 


the current demand was lower than the current supplies from imports 
and domestic production. 
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Now, the Railroad Commission of Texas, in a period of time, re- 
duced the allowables in Texas by about, as I recall, 350,000 barrels 
a day. 

It is very obvious that in the effort to balance supply and demand, 
if Oklahoma at the same time increases its supply, and Louisiana 
increases its supply, and the other States increase their supply, that 
offsets the effort of the Railroad Commission of Texas to bring about 
a balance. Or if the importers keep bringing in added supplies, that 
aggravates the problem. And your supply continues to outrun the 
demand. 

And coming back on Texas, which is the most prolific producing 
area in this end of the country, or in the country, they might get right 
back to the same problem they were at before they made the cut. And, 
first thing they knew, they might have a lot of disconnected wells and 
sroducers who had no markets, and the purchasing companies would 
bs having to put in purchaser proration and take less than the full 
allowable from their property. And we get into a general condition 
of chaos. 

Now, under those conditions, it is desirable, in the general effort for 
conservation in this country, and in the general effort to develop and 
maintain this reserve productive capacity, which you, I take it, you 
are for, from your statement, which you feel is essential, and as the 
defense people feel is essential—we can’t bring about and provide 
unless the cut is made below the maximum efficient rates. And I take 
it that the statement here is that Oklahoma would cooperate by cutting 
its allowable to an extent, and it would also involve, in Mr. Swensrud’s 
language, self-restraint on the part of the producers in Oklahoma, to 
be satisfied with less than production at the maximum efficient rates 
under those conditions. 

There is nothing wrong there, and it is all in the interest of the 
American public. And it is a procedure that has been developed 
through a great amount of effort and experimentation and trial and 
error through a period of certainly 25 years. 

The Cuarraan. Well, coming back to the practical situation, I 
would take it generally from your testimony that the increase of price 
you felt could ‘be sustained because the demand was present, and if that 
demand had not been present you would not have increased it, no 
matter what your costs of discoveries or exploration would be? 

Mr. Baxer. That is correct, Mr. Chairman. But I wouldn’t say 
that our action was based exclusively on the question of demand. Be- 
cause it is demand in relation to the supply, a long-range supply, in 
relation to costs. Those factors are all tied in. And I don’t think you 
can just put your finger down and say “This is it,” without considering 
any other factors. 

The Cuarmman. Well, I realize there are many factors, but as each of 
you emphasize different factors, I can only deal with one at a time, and 
while we are speaking of demand, it seems to me that the policy is 
such—and you cannot take it in any other way—that the oil com- 
panies in June thought that the people would pay more for gasoline 
and would buy just as much, regardless of the increase, and so they 

raised the price; in other w ords, on the basis of demand, that it would 
be supported because of demand. Now, that is my conclusion. I do 
not assume that you would agree with it. 
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Mr. Baxer. No, sir; I couldn’t agree with it. 

The Cuarrman. Now, is there any recourse for consumers, except 
from a free market where sellers compete with one another? 

When all companies raise prices simultaneously by like amounts, or 
when all companies exercise self-restraint to reduce the supply by re- 
tarding the rate of production or the amount of imports, what can the 
consumer do to protect himself, when the companies all act together ¢ 

Mr. Baxer. Mr. Chairman, I don’t quite understand the basis of 
the difficulty you are having in appreciating the effect of the ey 
of these forces and the effect upon the wills, the minds, and the will of 
those people who are engaged competitively in the same business, con- 
scious very much of the same facts. I don’t quite know how to show 
the effect of the interchange of these forces any more clearly than I 
have. 

Now, maybe if we changed it over to wheat or to some other product, 
we could get at it a little easier. 

The Cuarrman. I do not know. You see, what I am basing my 
thought on is this: That by self-restraint or corrective measures, ac- 
cording to whose testimony you want to use, there is a tendency to cut 
down supply. 

What t have in mind is that when the companies feel there must be 
corrective steps taken, they cut down supply. And through the com- 
missions in the several States, through your own efforts, you cut it 
down. But it is a condition that is recognized by all the companies 
and acted upon by all of the companies, generally speaking. Maybe 
there are some exceptions. And then on the other hand, when you 
come to the question of demand, and the demand is strong enough, 
then one company takes the lead in increasing the price and another 
one follows it because it thinks the demand will make it stick. 

Now, the best evidence that there seems to be some kind of under- 
standing—I do not say it is formal agreement—is that when com- 
panies act together, so closely together—I say: What can be done by 
the consumer ? 

Mr. Baxer. Let me illustrate this in this way, Mr. Chairman. I 
was born on a farm and we used to raise cotton and sometimes the 
price of cotton would fall very low. As to supply, we had more bales 
of cotton than we needed, and it would pile up. Well, the farmers 
would exercise self-restraint on cotton planting. They would transfer 
a piece of ground from cotton to oats or to corn or to some other 
commodity. They exercised restraint, realizing that they had an 
oversupply of cotton. Now, in another year they would have an 
oversupply of oats, and they would cut down on their oat acreage. 

The same thing applies to the manufacturer. If there are too many 
textiles being manufactured, the textile manufacturers instead of pro- 
ducing at capacity produce at less than capacity. The manufacturer 
tries as best he can to gage what he should do in relation to the total 
amount of his product that is going to be produced, and in relation 
to what he expects the demand to bs, as near as he can estimate it. 


And the businessman in any line of activity, whether it is oil or in 
agriculture or in lumber or in a manufacturing or whatever it is, 
undertakes to regulate as far as he can this supply in relation to the 
demand. And there is nothing unusual or difficult basically in what 
is occurring here, from what occurs in all other lines of business. 
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Prices are followed or not followed in other businesses just as they 
are followed or not followed here. And it seems to me to be very 
important in this connection 

Mr. Heserron. I understood you to say there is nothing unusual 
in the situation in the oil industry in contrast to what happens in 
other businesses. Do you know any other business that operates under 
the combination of the State boards or agencies and an interstate oil 
compact ¢ 

Mr. Baxer. I said basically, on these supply factors. Now, on 
that point, Mr. Heselton, the Interstate Oil Compact Commission has 
no control whatever over oil production. It has never undertaken to 
have any control over it or any effect on it. The Interstate Oil Com- 
pact Commission has been an organization set up for the encourage- 
ment of conservation and conservation practices and the interchange 
of knowledge and the encouragement of improved technology and 
techniques in the business, with the idea of getting supplies and con- 
serving them. But it does not exercise any powers at all. 

Mr. Hesetton. I do not think you need to labor that point. We 
all realize that. What I am saying is that the combination of these 
things with reference to the oil industry does not exist anywhere in 
our economic system except as to the oil industry. And that makes 
it unusual. 

Mr. Baxer. There is the basic difference between oil and gas pro- 
duction and the production of solid minerals, and from agriculture, 
and from maatecteiinie. in this—and that is a very fundamental 
point bearing upon conservation—that those who own properties in 
a common oil pool are bound by the forces in that pool that tend 
to drain from one tract of land to another tract of land when a well 
is developed on the second tract. And as I explained yesterday, ex- 
perience has shown that in a fully competitive economy, the tendency 
will be for each man to drill wells as fast as he can and produce them 
as fast as he can, which has the effect, overall, of quickly bringing 
on to the market a lot of oil and flushing it out of these fields. 

_ Now, in the exercise of the police power of the State for the protec- 
tion of the public interest in an irreplaceable natural resource of 
limited supply, the States have come in to exercise police power in 
these reservoirs to say to this man, and to all of them: “You can only 
produce from this field at rates that within engineering sound prac- 
tices will not result in waste, and it shall be taken ratably from the 
pool based on that allowance.” 

Mr. Heseiton. Based on the market demand? 

Mr. Baxer. The main method, Mr. Heselton, is the limitation to 
the efficient rates from each pool. 

Mr. Heseitron. Yesterday, you admitted that it was based just as 
much on market demand, whichever was lower. 

Mr. Baxer. Whichever was lower. That is right. Now, if the 
maximum efficient rates of production in these pools, in any given 
pool, is 20,000 barrels above the market demand, and that is fixed 
as the allowable from the field, it can’t be taken, because there are 
no purchasers for it. There is a purchaser for only that part that 
they want. And that means that certain wells go unconnected. 

Mr. Hesettron. And certain wells are set below the maximum effi- 
cient rate. Is that right? 
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Mr. Baxer. Well, it means that they are all cut below the maximum 
efficient rate if the market demand is applicable. 

Mr. Heseiton. And they are kept there solely because of the market 
demand ? 

Mr. Baxer. But it would result in physical waste unless that were 
done. 

Mr. Heserron. I do not want to trespass on the chairman’s time, 
but I want to read two paragraphs. 

The Cuarrman. May I say right there, Mr. Heselton: Do not feel 
that way about it. What I intend to do is to submit the questions 
that I have remaining to the witness so that he can answer them in 
the record, and that will save time. You may feel perfectly free to 
go ahead. 

Mr. Hesetton. I do not want to go further with this point. This 
is from the final report of the Senate Special Committee To Study the 
Problems of American Small Business, I think it was known as the 
Wherry committee, January 30, 1947: 

The oil control policies in effect in the United States consist of a series of 
State and Federal statutes, recommendations of committee made up of inte- 
grated oil company economists and recommendations as to market demand made 
by the Bureau of Mines of the Department of Interior. No single item is in 
itself controlling. Taken together they form a perfect pattern of monopolistic 
control over oil production, the distribution thereof among refiners and distri- 
butors, and ultimately the price paid by the public. 

“Monopoly,” as generally understood, means the control of a product both as 
to quantity allowed to reach the market and price. If you control the quantity, 
you automatically control the price. Hence, the petroleum industry can be 
set down as definitely a monopoly. It is supported on a tripod, the first leg 
being the proration laws of the oil-producing States, the second being the Federal 
Government in the form of legislation, and the third being the large oil companies 
and oil producers. 

Mr. Baxer. Do you want comment on that, or do you just want to 
read it into the record ? 

Mr. Hesetton. If you want to comment on it, of course, you may. 

Mr. Baxer. I think that statement is based on a complete lack of 
understanding of the physical facts and the operating conditions in 
the petroleum industry and the manner in which the conservation 
agencies operate. And I have been pretty close to that thing. I think 
that was written by Mr. Hadlick. I have been pretty close to this 
thing over a long period of time, have been immediately and directly 
affected by it in the allowables which we have had, and I am well con- 
vinced that it is a total misunderstanding of what actually occurs and 
of the relationships that are involved. 

Mr. Heserron. May I just add there for the record that apparently 
the committee was made up of 12 Members of the Senate, and I see 
no indication that there was any dissent. The Oil Subcommittee was 
chairmanned by the late Kenneth S. Wherry, Irving M. Ives of New 
York, and James E. Murray of Montana. 

Mr. Harris. Mr. Chairman, the gentleman mentioned, if I may 
say so, this so-called Wherry report, or it has been brought up in 
this committee on numerous occasions. I think it is well recognized 
that there are differences of viewpoint as to the philosophy which 
was evidently concluded in that report. So far as I have been able 
to see, I do not know that the Congress itself has ever taken any 
actions that would indicate that it would go along with the philosophy 
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stated in the so-called Wherry report. It is a known fact that Mr. 
Hadlick was an employee of the committee. I would not want to say 
that Mr. Hadlick wrote the report. There is no question in my mind 
as we know the operations of these reports and how the Members of 
the House and Senate reached the conclusions, that the professional 
staff and those who worked with the committee do have something to 
do with the actual preparation of such report. I just merely want to 
say that, in view of the fact, that this matter has been brought up, 
there is no doubt that there is a difference of opinion on the part of 
a great many people as to the validity of a great many of these policies 
which the Government and the Congress have established in the oil 
industry. One of them is the conservation practice and the other 
is the question of depletion, and another is the question of the compact 
commission, and there are many others that we can mention. 

I am sure that some of those things are basic in the minds of some 
members of this committee and Members of Congress, as this whole 
field is considered. It is a highly complex problem. The industry 
itself is complex. I must say very frankly that, in my opinion, Mr. 
Baker has given us, over the last few days, quite a lesson in the opera- 
tion of the oil industry from his own company’s viewpoint. It has 
been very clearly stated by him that there has been a general or average 
increase in the price, but his company’s approach to the increase, Mr. 
Chairman, is somewhat different than other companies who increased 
it—one company, in particular, across the board. His own company 
was 10 cents per barrel and according to the gravity as much as 35 
cent per barrel. 

Other companies testified that their increase of gas to the consumer 
went up 1 percent. He testified his own company’s increase was 
seven-tenths of a cent. 

There is a slight variation in this industry like in all other industries. 
T did not intend to enter into a discourse, but I did intend to ask, 
Mr. Chairman: 

What is the intention of the chairman with respect to the program 
for the rest of the day ? 

The CuHarrman. I do not know whether the gentleman from Mas- 
sachusetts has any any desire to question the witness further or not. 

Mr. Hesetron. No. 

Mr. Harris. Frankly, I have a very important meeting of my dele- 
gation that I have got to go to. 

The Cuairman. The situation that confronts us I will endeavor to 
meet as well as I can by suggesting that the balance of the questions 
which I have to ask, which are prepared here, will be submitted to the 
witness so that he can make his answers to them in the record. 

Then I am ever conscious of the fact that Mr. Burks, representing 
the Esso Co., Esso Standard, is here and has been here since Monday. 

I am wondering, in view of the situation that confronts us, Mr. 
Burks, it is not a very pleasant outlook that we have from the stand- 
point of availability of time either today or tomorrow. In that con- 
nection, I am afraid we will be terribly cut up this afternoon by the 
ringing of bells and the necessity of being on the floor to vote. And 
tomorrow the House will convene at 10 o’clock. So I am wondering; 
Mr. Burks, would it be inconvenient for you to be here on Monday ? 
Or would you prefer to stay this afternoon and take your chances 
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on what we can do in view of the business of the House? It is not 
very certain and may be just useless. 

I would prefer, if you are willing, that you come back on Monday. 

Mr. Burks. I can fit my plans in with yours, Mr. Chairman. 

The Cuarrman. That is very kind of you, Mr. Burks. 

I appreciate your cooperation in that respect. I can assure you 
it is embarrassing to me to have to speak to you and make this request 
at this time after you have been here since Monday hoping to be heard. 
But it will be helpful to the committee, and I think will be helpful 
from your own standpoint, if you appear on Monday instead of mak- 
ing an attempt this afternoon. 

{r. Hesseuron. Mr. Chairman, may I make a suggestion ? 

I call to your attention and to Mr. Harris’ attention the fact that 
within the last week in the northeastern part of the country apparent- 
ly there has been a cutback in the established posted prices on heating 
oil. I think that runs to 6 or 7 of the marketers. I am not sure whether 
your companies cut that back or not. But over the weekend I think 
it would be extremely helpful to us if you could put together what- 
ever that picture may be, so that we can have your overall analysis 
of what has happened in the last week. 

Mr. Burks. Mr. Heselton, I would just like to answer that our com- 
pany reduced the price of heating oil. 

Mr. Hesexton. I did not catch that. 

Mr. Burks. I say our company was the first to reduce the price. 

Mr. Hesevton. I had in mind when I suggested that, that you could 
probably speak quite forcibly to it. 

Then the committee will recess? 


The Cuamman. Until Monday morning at 10 o’clock. 
Mr. Baxer. Mr. Chairman, may I say to you, sir, that I aepuenee 


the opportunity that you have afforded me to appear here an 
sent our viewpoints on this question, sir? 

The Cuarman,. We are very appreciative, Mr. Baker, of your pres- 
ence before the committee. We are fully aware of the important posi- 
tion you occupy in the industry, based upon your long experience and 
your close contact with it over so many years. 

So it has been a pleasure for us to have had you here as one of the 
witnesses in these hearings. We appreciate the effort that you have 
made to present to the committee the viewpoint that you are so thor- 
oughly convinced of as being the right viewpoint. I assure you that 
we will have full consideration by the committee in connection with 
all the evidence that we take in this matter. 

There are, of course, times when newspaper accounts would indi- 
cate that the mind of the committee had been made up. But the com- 
mittee has not made up its mind on any subject yet in connection with 
this matter. 

It is our desire to get to the bottom of the matter, as to the reason for 
the increase at this particular time and the unanimity of action be- 
tween the particular companies not only with reference to this increase 
but to other increases and other actions by the industry. 

Now, in conclusion, may I ask that you submit data on the develop- 
ment costs and depletion similar to what we have asked the other com- 
panies to submit? 


to pre- 
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And if you have any doubt about it, you may confer with Mr. Stev- 
enson of the staff, who will make plain to you what we have asked of 
the other companies. 

Is there anything further? 

We will recess until 10 o’clock Monday morning. 

(The following material was later received from Mr. Baker :) 


HuMste Orn & REFINING Co., 
Houston 1, Tex., October 6, 1953. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Mr. WOLVERTON: I have your letter of September 23 in regard to my 
letter of September 9 and the attachment, which supplies additional informa- 
tion with respect to Humble’s depreciation and depletion charges for the years 
1950, 1951, and 1952. 

Your letter requests that we furnish this information in the form originally 
suggested. 

While, as we have previously indicated, we believe that the form has serious 
limitations, we have nevertheless acceded to your request and are enclosing here- 
with the original form for the years indicated. Opposite each item we have indi- 
cated the accounting treatment given it and have set forth some of the erroneous 
impressions created by the comparison. 

In our opinion, no valid conclusion can be reached by comparing depletion 
charges made for book and tax purposes. The depletion allowance for tax pur- 
poses, as has been pointed out, recognizes that income from producing properties 
is in part a return of capital and also takes into account the very high order 
of risk involved in the exploration for and discovery of petroleum. 

You will note that we have not attempted to convert dry gas to an oil equiva- 
lent because we know of no universally accepted standard for making this 
conversion. 

In your letter you state that the form included with our September 9 letter 
included a capital item. Presumably you are referring to item 5 entitled “Lease 
purchases.” As explained therein, lease purchases are capitalized at the time 
of acquisition but as leases are surrendered they are charged against income 
for book purposes and for determination of taxable income. The cost of leases 
which have become productive is recovered through book depletion over a period 
of time. This information was supplied in order more fully to acquaint you 
with the manner in which lease purchases are handled both for book purposes 
and for determination of taxable income. 

Sincerely, 
Hines H. BAKER. 
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Humerte Om & Rerinine Co., 
Houston, Ter., July 14, 1953. 
Hon. CHar_es A, WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

Dear Mr. Wotverton : At the conclusion of your committee hearings on July 9, 
you asked that I submit for the record answers to the remaining questions which 
you had prepared. A review of the record indicates that you had asked and I had 
answered question No. 10. Accordingly there are set forth below my answers to 
questions Nos. 11 to 15: 

Question No. 11: In other words, you raised higher-gravity crude oils more 
and considerably more than you did heavy crude because refiners would pay more 
for the higher-gravity crude? 

Answer: Considering the yields of the several major products from a barrel 
of crude oil at gulf coast-east coast refineries and the prices in effect for the 
several major products, higher-gravity crude oils are worth more to refiners than 
lower-gravity heavier crude oils. With existing equipment, refineries can get 
more gasoline and heating oil from high-gravity crude than from low-gravity 
crude, and, therefore, can realize more revenue from products from high-gravity 
erude. In order to get the same yield of gasoline and heating oil from a low- 
gravity crude, a refiner would be required to increase his investment and costs, 
Thus, the lower-gravity crude is of less value to a refiner, and unless the crude 
prices are in line with the relative values to a refiner, he will selectively buy only 
those crude oils that are most attractive to him. When Humble announced its 
crude price increases on June 15, 1953, it recognized that developments in the 
technology of oil refining (which influenced the relative yields of products from 
different crude oils) coupled with changes in relative prices of refined products 
had brought about price inequalities in the several grades of crude oil produced. 
These were the reasons that prompted Humble to raise certain of the low-gravity 
crude-oil prices less than the higher-gravity crude-oil prices. 

In the preface to this question a statement is made that there is a definite 
limitation to the quantities of fuel oil which customers would buy at higher 
prices where they can also use other forms of fuel, but that in the case of 
gasoline and home-heating oils this is not so. By way of comment on this state- 
ment, it should be noted that in the case of home-heating oils, as well as for 
residual fuel oil, there is the alternative opportunity to use natural gas, mann- 
factured gas, or coal. In the case of gasoline the price has been so far below 
the cost of alternative liquid fuels that could be made from shale or coal that 
these alternative fuels have not become effective competition for gasoline. In- 
stead, the price of gasoline has been held at lower levels by competition. Further, 
in order to obtain kerosene and heating oil from crude oil in an amount sufficient 
to meet increasing demands, certain quantities of gasoline must be produced, 
and provision of an outlet for this production has increased the competition 
among refineries for the available gasoline market. It may also be noted that 
gasoline foces competition with diesel fuel for trucks and buses and, to a lesser 
extent, with jet fuel in aviation. Even in the case of passenger cars, consumers 
have the choice of alternative means of transportation by bus and train for 
which alternative means of transportation there are other forms of fuel than 
gasoline. Thus, use of gasoline is only one means of providing transportation 
and the other means available do result in competition for gasoline. 

Question No. 12: You raised the price because you felt the refiner would, or 
could pay it, and did not raise the price where you felt they could not or would 
not pay it? 

Answer: Humble is a buyer and a seller of crude oil as well as a producer. 
It is in competition with other buyers and sellers of crude oil. As pointed out 
in my statement to the committee, Humble stands to lose customers or supplies 
to others if its interpretation of the market is not correct. It has been our 
experience that if the prices of crude oils are out of line with their values, 
refineries will concentrate their purchases on the most attractive grades and 
limit their purchases of the least attractive, so that shortages develop for the 
attractively priced crude oils and surpluses develop for the crude oils that are 
relatively overpriced. If continued, such developments result in depleting inven- 
tories of some grades while resulting in greater inventories than necessary or 
desirable for other grades. In order to avoid such unsatisfactory developments, 
it is necessary for the prices of crude oils to reflect their relative value to the 
refiner. This is fair not only to the refiner but also to the producer. We raised 
the price of crude oil on the average, 25 cents a barrel; but the increased prices 
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of the several grades varied in amounts from 10 cents to 35 cents a barrel to 
reflect what these various crude oils are worth to refineries on the basis of 
current yields and relative product prices. 

Question No. 13: Can that be construed in any other way than that you raised 
prices as you felt “the market would stand?’ Can such policy be taken in any 
other way than that the oil companies in June thought the people would pay 
more for gasoline and would buy just as much regardless of the increase and so 
they have raised prices? 

Answer: The average increase in price took into account the fact that costs 
have increased generally for finding, developing, and producing crude oil as 
stated in the prepared statement presented to the committee. The differentials 
in price among crude oils are based not primarily on their costs but on their 
relative values to refineries. This situation does not differ from that of other 
industries in which producers with varying costs for the same product have to 
sell in competition with each other at the same price for an identical grade. 

The price of crude oil was not determined on the basis of what maximum 
price Humble thought consumers would be willing to pay for gasoline. Gasoline 
is selling at less than the cost of alternative liquid fuels from shale and coal 
and far below the price that the market would stand. The retail gasoline price 
has shown a downward trend over a long period of years. In terms of the 
Consumers’ Price Index with 1926 as a base, the retail price of gasoline, exclusive 
of tax, was 20.1 to 26.2 cents a gallon in 1920-25, 14.2 to 21.0 cents a gallon in 
1926-45, and i3.3 to 15.1 cents a gallon in the postwar period, including an 
average price of 13.5 cents a gallon in 1952. There is also a downward trend 
in the retail price of gasoline in relation to wages of the average workingman. 
With average earnings in manufacturing industries of $1.6738 per hour in 1952, 
wage earners were able to buy 10 gallons of regular gasoline, excluding tax, with 
the pay received for 1.21 hours of work. By comparison, in the year when gaso- 
line was at its lowest price during the depression of 12.41 cents a gallon, exclud- 
ing tax, in 1933, it required the earnings of 2.808 hours by the average wage 
earner in manufacturing to buy 10 gallons of gasoline; and back in 1926, it re- 
quired the pay for 3.827 hours to buy 10 gallons of gasoline, excluding tax. This 
steady downward trend in the cost of gasoline relative to the earnings of wage 
earners is an indication that gasoline is not being priced at “all the market would 
stand.” 

Question No. 14: Is there any recourse for consumers with an inelastic 
demand such as this except a free market where sellers compete with one 
another? Have they any such market when all companies raise prices simul- 
taneously by like amounts? Or when all companies exercise self-restraint to 
reduce the supply by retarding the rate of production or the amount of imports? 

Answer: Consumers of. gasoline do enjoy the benefits of a free market in 
which sellers compete with one another for the business. The quality of gaso- 
line has improved and the price of gasoline has remained attractive as indi- 
eated by the steadily increasing use of gasoline and the increasing proportion 
of travel by personal car rather than public transportation. As noted previ- 
ously in the reply to question No. 11, there is competition among various methods 
of transportation and fuels, so that consumers are not dependent solely upon 
gasoline used in private automobiles for transportation. But for the fact that 
gasoline is sold at such low prices, consumers would also have available supplies 
from alternative sources, such as shale and coal. 

As an illustration of the real competition that exists in the gasoline market, 
it should be noted that changes in prices by competing companies are not always 
identical. In the price increase in June 1953 in Texas, Humble advanced its 
tank-wagon price for gasoline seven-tenths cent a gallon while other marketers 
initially increased their price by 1 cent a gallon. Later on some companies 
reduced their prices back to the competitive level announced by Humble, but 
after several weeks the tank-wagon price has not finally settled down to a 
uniform level for all major brands. Nor is there full uniformity in the prices 
at which consumers can buy at retail. 

The action of companies in changing their supply of petroleum or of its 
products is a matter of their separate judgments and does not differ in that 
respect from the decision of manufacturers of the same appliances to reduce 
their output if they find that production is exceeding the requirements of their 
eustomers. In the case of the production of crude oil, the only difference is in 
State laws which provide for the regulation of output on the basis of maximum 
efficient rates and in some cases market demand as well in order to prevent 
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physical waste. In an oil field one producer cannot change his rate of produc- 
tion independently of the others without losing part of his oil to them or 
taking part of their oil from underneath their properties. It is this peculiarity 
of oil production as distinguished from other forms of production that has led 
to the State conservation laws in order to prevent physical waste and to achieve 
ratable production and equity among producers. 

In my testimony I pointed out in detail that initial increases in prices of 
crude oil were not the same by all companies; that competition in the end 
established uniform prices in which the increases varied from 10 to 35 cents 
a barrel instead of the flat 25-cents-a-barrel increase posted by Phillips initially. 

Question No. 15: Is this policy, a policy almost one of charging “what the 
market will bear,” not further evinced by the very fact that in the area of fuel 
and heating oils there still seems to be confusion as to whether the increase 
will “stick”? 

Answer: The fact that residual fuel oil is underselling coal and that the 
prices of other petroleum products are less than the costs from alternative 
sources of liquid fuel is evidence that competition is preventing prices from 
being set at the level of “what the market will bear.” Seasonal forces may 
affect price changes of various products as well as the broader and more funda- 
mental forces of supply, demand, and costs. In the summer the demand for 
gasoline is strong and the demand for heating oils by comparison relatively 
weak. In the winter the situation is reversed. The present situation with re- 
spect to heating oil prices is an indication not only of seasonal factors but 
also evidence of the independent judgment of the market by various competing 
companies. 

Sincerely, 


Hines H. BAKER. 


(Whereupon, at 1:13 p. m., a recess was taken until Monday, July 
13, 1953, at 10 a. m.) 
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(Gasoline and Oil Price Increases) 


MONDAY, JULY 13, 1953 


House or RepresENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to recess, in room 1334, 
House Office Building, Hon. Charles A. Wolverton, chairman, 
presiding. 

The Carman. The committee will come to order, please. 

Our first witness this morning will be Mr. H. G, Burks, Jr., execu- 
tive vice president of the Esso Standard Oil Co. of New York City. 

Mr. Eugene Holman, president of the Standard Oil Co. of New 
Jersey, was invited to attend the hearings to explain the products 
price increases put into effect on June 22, following the crude-oil 
price advance of June 15. Mr. Holman replied by designating Mr. 
Burks, marketing vice president of Esso Standard, a subsidiary cov- 
ering the eastern seaboard. In acknowledging Mr. Burks’ coming 
to Mr. Holman I replied that the chairman would assume that Mr. 
Burks also would be prepared to answer on Mr. Holman’s behalf the 
17 questions asked by the chairman on July 1. 

Mr. Burks, you may take the stand. 


STATEMENT OF H. G. BURKS, JR., EXECUTIVE VICE PRESIDENT 
OF ESSO STANDARD OIL CO. OF NEW JERSEY 


Mr. Burks. Mr. Chairman, I have a prepared statement I ‘would 
like to present. 

The Cuarrman. You may proceed. 

Mr. Burks. Esso Standard Oil Co. engages only in refining, dis- 
tributing, and marketing petroleum products. We operate six refin- 
eries situated on the gulf and Atlantic seaboards. We market petro- 
leum products in 18 States in the eastern and southeastern part of 
the United States and in the District of Columbia. 

Esso Standard Oil Co. is not engaged in the retail service-station 
business, except for a few stations which are generally operated for 
training purposes. We have no crude-oil production. We purchase 
our entire crude supply for our refineries from affiliated and nonaffili- 
ated crude-oil-producing companies and from many individual 
producers. 

Esso Standard Oil Co. markets petroleum products in a densely 
populated area served by many other oil companies. It sells in an 
intensely competitive market. 
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Your committee is examining the recent price increase in gasoline 
and crude oil. Esso Standard Oil Co. is not a producer of crude oil, 
and I do not propose to talk on that subject, except that I shall make 
some comment on our position as a buyer of crude. 

Primarily, I would like to discuss our recent product price increases, 
particularly with respect to gasoline. These increases averaged about 
1144 cents per gallon, which to the average motorist would mean an 
increase in gasoline cost of around 73 cents per month, if the service- 
station dealer merely passed this cost on to his customer. 

To begin with, our last previous general increases in gasoline prices 
occurred approximately 3 years ago, or on July 19, 1950, to be exact. 
I want to discuss what has happened between then and now, and show 
you the background and the very substantial reasons which we believe 
justified our recent gasoline and other product price increases. 

During the years 1950 through 1952, we were faced with a steady 
decline in earnings. The decrease in annual earnings over this period 
amounts to $6,500,000, a decline of 11 percent compared with 1950. 
Our net return per dollar of sales had declined from 4 cents in 1950 
to 3 cents in 1952. At the same time, our net investment in plant ac- 
count increased during this period some $59 million, which is an 
increase of 18 percent. 

During the period 1950 through 1952, we also experienced large in- 
creases in the cost of doing business. Our total wage and salary costs 
were $153 million during 1950 and were some $196 million during 
1952. This represents an increase of 28 percent. Our rates of pay on 
June 1 of this year were nearly 20 percent higher than in 1950. Our 
tanker transportation cost for moving crude and products from the 
gulf to our east coast refineries and terminals is 15 percent higher 
per barrel now than in 1950. Refinery construction costs have in- 
creased 22 percent since 1950, This is not a complete list but it is 
indicative of the way in which costs have increased during this period. 

I should be pointed out that after the war we embarked on an 
intensive campaign of cost reduction and efficiency improvement 
which accomplished much in the direction of improving yields, ex- 
panding volume and lowering overall costs. If it had not been for this 
effort, our earnings picture would have suffered still more, but it was 
not sufficient to offset the rising costs previously outlined. 

After price controls were abolished in February 1953, we gave 
serious consideration to our situation. We concluded that we could 
not continue indefinitely to absorb these increased costs in the face 
of our declining profit, on the one hand, and the additional invest- 
ments we were required to make, on the other. It appeared that if 
we were to maintain a sound financial picture—one which would en- 
able us to continue to keep our plant modernized and expanded to the 
point where we could meet the demand for our products—we ought to 
try to increase the prices we get for our products, so that we could 
effect some improvement in our net return picture. 

Obviously, the question of timing is an important one in consider- 
ing whether conditions in the market are such as to permit an increase 
in price. Whatever the economic justification might be when con- 
sidering only our own financial position, if conditions in the market 
for such a competitive product as gasoline did not confirm our judg- 
ment that higher prices were indicated, underselling by competitors 
would soon force us off the higher price level. 
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By early May 1953 gasoline prices had advanced in the primary 
markets in the United States ult and our purchases in the market had 
indicated that good quality gasoline was in tight supply. On the 
other hand, many commodities on which prices had been raised had 
leveled off and production had caught up with demand in many lines, 
so that there seemed to be no inflationary trend. It was decided that 
the time had arrived when we could consider the gasoline price in- 
creases which we felt were clearly justified. Therefore, our price 
analysis group, in consultation with our local area managers, com- 
menced preparation of recommendations to our management for price 
increases. 

At this point and before we had made a final decision, one of our 
competitors announced increased prices for gasoline in New York 
and New England. The increases in gasoline prices so announced 
produced an average realization slightly below the realization we 
would have obtained from the increases we had in contemplation. 
Since we could not expect our customers to pay a price higher than 
the price at which they could purchase similar products from a sub- 
stantial competitor, we announced, effective June 11, new prices for 
our gasoline in New York and New England which were generally 
in accord with those previously announced by this competitor. 

On June 15, we increased our gasoline prices in the States of New 
Jersey, Pennsylvania, Delaware, Maryland, and Virginia and the 
District of Columbia. The amount of these increases varied to some 
extent, but all were initially calculated on the basis of taking the 
value of the product at the primary gulf market and adding to it 
transportation cost, terminaling, inland freight, bulk plant through- 
out, and other factors which we regularly use in determining the 
price we would like to charge at any given delivery point. The de- 
sired price would then have to be considered in the Viet of known 
competitive conditions, such as availability of lower-cost product to 
a competitor, and the like. These are merely some of the considera- 
tions which must be taken into account in deciding what price shall 
be asked for delivery of gasoline at a particular point, and the com- 
bined judgment of a number of our people who are responsible for 
the various aspects of our business is brought to bear on the question. 
In the last analysis, the price of a commodity, such as gasoline, in 
un active market is fixed by competition, since any seller can bring 
the price down by offering products of comparable quality and market 
acceptance at a lower price. 

We had also projected increases in prices for the remaining States 
in which we operate, but before these could be made effective, the 
press reported that a major crude-oil purchaser and producer had 
announced a general increase of 25 cents per barrel for crude in the 
Texas/Mid-Continent area. By June 16, it was reported that other 
crude purchasers had posted higher prices for other areas, including 
States where our company purchases large quantities of crude which 
are required for the operation of our big refinery at Baton Rouge. 
In fact, the operation of our Baton Rouge refinery is dependent upon 
obtaining about 340,000 barrels per day of crude, which we purchase 
from approximately 13,000 operating and royalty interest owners. 
Of this quantity, about 272,000 barrels per day are purchased from 
sellers who are not affiliated with our company. Approximately 107,- 
000 barrels per day are purchased on what are termed “division orders” 
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which are cancelable on 48 hours’ notice or less. Past experience 
made it clear that we could not afford to jeopardize these crude sup- 
plies by refusing to meet the offering price of other crude purchasers. 
Therefore, on June 17, Esso announced an increase in the price it 
would pay for crude in Louisiana, Arkansas, and Mississippi ranging 
from 10 cents to 35 cents per barrel, depending upon the grade of 
crude involved. 

It will be obvious that this crude-oil price increase introduced a 
new problem for us, coming as it did when we were in the process of 
seeking increased prices for our gasoline. We could not afford to 
absorb the additional cost to us of this crude, which we calculated 
would amount to an additional $72 million per year. We therefore 
felt that we would have to try for further product price adjustments 
to reflect the increased cost of the crude, even though this meant a 
second gasoline-price increase within a very short period of time in 
certain States. We also sought higher prices for other products, in- 
cluding fuel oil and diesel fuel, in order to avoid having any one 
product carry the whole burden of the higher cost of crude. The 
total amount of such product price increases was calculated to recover 
no more than the actual increase in our cost of crude oil. 

I think it is worth pointing out that even at the new price levels 
gasoline prices have not risen unreasonably in comparison with many 
other commodities in common use. A published compilation of serv- 
ice-station prices for gasoline in 20 cities in the area where we market 
is estimated to stand at 157 calculated on the same base as the Bureau 
of Labor Statistics index of retail prices which as last reported stands 
at 190.1. 

It is interesting to note that our increase in the prices of kerosene, 
domestic heating ‘oil, and diesel fuel 1: asted exactly 10 days. On July 2 
(a week ago last Thursday), after reviewing the competitive market 
situation, we reduced our prices for those products by amounts rang- 
ing from three-tenths of a cent to thirty-five hundredths of a cent. 

Tam happy to have had this opportunity of discussing this matter 
of prices with your committee since clearly there has been considerable 
misunderstanding of the mechanism of pricing in our industry. I 
would not want to leave any impression with you that prices in our 
business can be established by any set formula or arbitrary evaluation 
of cost factors alone. On the contrary, prices reflect a highly dynamic 
balance of economic pressures, some of which tend to push prices up, 
others of which tend to force them down. A correct evaluation of 
all of these factors at any one time is always difficult. At best any 
marketer can only establish his prices on a tentative basis and there- 
after let the market itself decide whether his judgment has been sound. 

Prices play a very important part, as I see it, in our economic system. 
Prices can be too low as well as too high, from the long-term consumer 
standpoint. The record of the petroleum industry is that prices have 
over the long term been reasonable as compared to any other important 
commodity. At the same time, they have made it possible for the 
industry to meet the rapidly mounting needs of customers with con- 
stantly better products and to build and maintain an important 
bulwark to our national defense. 

Mr. Chairman, that concludes my prepared statement, but in view 
of the fact that there seems to be some misunderstanding of the 
normal seasonal operating trends in the petroleum industry, which 
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has resulted in considerable misinterpretation of current stock levels, 
production levels, and their relationship to product prices, I would 
like, with your permission, to view these factors in their perspective 
on the basis of some charts, four charts, which we have prepared. If 
that is in order, sir, I would like to go ahead with that. 

The Cuarrman. You may proceed. 

Mr. Burks. The data on these charts are obtained from official 
Bureau of Mines monthly reports through the last published issue 
for April 1952, and they are brought up to date through June 27 with 
data published weekly by the AP I. The information presented covers 
total industry results for PAD districts 1 through 4, or the entire 
midcontinent, gulf coast, and eastern seaboard areas. It is the area 
of the United States east of the Roc ‘ky Mountains, 

Because of the limited data available on shipments between these 
areas it is not possible to present similar charts for any smaller area 
with comparable accuracy. My own company operates in portions 
of each of districts 1, 2, and 3, and hence we feel that. the data pre- 
sented substantially represent the fluctuating supply and demand 
relationships which affect us and our competition as well. 

(Chart No. 1 appears on the following page. ) 

Mr. Burks. This first chart, as I have mentioned for districts 1 to 4, 
covers the total industry product demand. It is the demand on re- 
fineries and primary terminals. That may differ, would differ, from 
the demand by the consumers to the extent of fluctuations in secondary 
terminal stocks and in bulk plant stocks. Those variations are small 
over a yearly period, so these charts have adequate accuracy. 

You will note that we have shown figures for the year 1951, for the 
year 1952, and for the first 6 months of 1953. The first and most 
obvious thing one obtains from looking at these charts is the seasonal 

variation in demand. You will notice that you start at a relatively 
low demand in 1951, the early part of the year. It comes up toa peak 
demand in the summer for gasoline. The same thing is true each 
year. In distillates, on the “other hand, you have a “much greater 
seasonal variation. The demand is very high in the wintertime and 
very low in the summertime. 

In residual fuel oils there is also a seasonal variation in demand, 
the demand being low in the summertime and high in the wintertime. 

The next most important item to notice about these charts is that, 
generally speaking, especially in the case of gasoline and in the middle 
distillates, there is an increase in demand each year. In the case of 
residual fuel oil the variations in demand are not so pronounced. 

Residual fuel oil demand is increasing at a much slower rate than 
the demand for either gasoline or the middle distillates. In 1952 
compared to 1951, the increase in gasoline demand was 6.2 percent, 
and in middle-distillates demand it was 8.4 percent. In residual fuel 
oil there was practically no change in demand. Since we are con- 

cerned with the first 6 months of the year at this time, I think it worth- 
while to point out that for the first 6 months of 1952 there was an 
increase in gasoline demand over the same period in 1951 of 7 percent, 
and for the first 6 months of 1953, relative to the first 6 months of 1952, 
the increase in demand was 8.7 percent. 

In the case of the middle distillates, the first 6 months of 1952 over 
the first 6 months of 1951 it was 10.6 pore, and the first 6 months 
of 1953 over the first 6 months of 1952 was 5 percent. 
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In the case of residual fuel oil the decrease in demand for the first 
6 months of 1952 over the first 6 months of 1951 was 5.9 percent, and 
for the first 6 months of 1953 over the first 6 months of 1952 there 
was an increase of 6.1 percent. So over those 2 periods there was 
substantially no change in demand in 1953 relative to 1951 for residual 
fuels. 
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(Chart No. 2 follows:) 
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Mr. Burks. My next chart presents total stocks. Again, you will 
note the seasonal trend. Gasoline stocks build up during the winter- 
time, they start about the Ist of November to build up, they build up 
to a peak, usually around the Ist of April. After that they are pulled 
down to take care of the big summer demand. The middle-distillate 
situation is just the reverse. Stocks are pulled down in the wintertime, 
beginning about the Ist of November, and continuing until the end 


of March or sometime just about the end of March, usually, and then’ 
they are built up during the summer period until around the ist of 
November in order to take care of the winter demand. 
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You will note that each year we have higher stock levels. That is 
something that is necessary in order to take care of the bigger demand 
which we are fortunate to have in our industry. This seasonal trend, 
particularly in the case of the middle distillates, is what the industry 
finds is the most economical way to operate. You will notice that 
the stocks—take 1951, for instance—at the end of March are very low, 
and it was to take care of the increase in demand. I will come to that 
in a minute. 

On March 31, 1953, gasoline stocks were up 10 percent over March 
81, 1951. But in considering this increase in gasoline stocks, you 
should bear in mind that there was an increase in demand of about 
16 percent, so you did need additional stocks to take care of the addi- 
tional demand. Another way of looking at the adequacy of stocks 
is to consider days’ supply. On March 31, 1951, the industry in dis- 
tricts 1 to 4 had 49 days’ supply. On March 31, 1953 





53, even though 
the stock level was considerably higher, there were 46 days’ supply 
available. Toward the end of June, the figures show for June 27, 
1953, that we have 38 days’ supply, and at the end of June 1951 we 
had 41 days’ supply. So even though the stocks are higher; relative 
to demand for gasoline, they are lower. 

Similarly with the distillate fuels, the demand usually goes up 5 
to 7 percent a year, which means that we need larger accumulations 
of stocks during the off season in order to insure meeting all consumer 
demands without hardship or without exorbitant prices resulting from 
very abnormal types of operation. The Petroleum Administration 
for Defense recognized the need for these higher stock levels. A few 
years ago they instituted a program to build 153 million barrels of 
additional tankage. When that tankage is available we would expect 
that on the average you would have around 75 million barrels addi- 
tional stocks. In our own company, we have, in the last 5 years, either 
built or budgeted and we will build it as soon as we can get the steel 
and put it in, approximately 20 million barrels of additional tankage 
which is a 24-percent increase for my company. 

It is both natural and necessary for the stocks to increase to meet 
the greater demand. That is particularly true for the distillates, 
where you have the big variation in the demand between the winter 
and summer periods. 

At times we have compared, and we hear figures given, comparing 
1952 stocks with 1953 stocks. You will notice that in the case of 
gasoline, in 1952 there was a very substantial drop in gasoline stocks 
during May. The reason for that was that the industry had a strike 
which put out of operation a very substantial portion of its refining 
capacity. In making comparisons with 1952 you are dealing with a 
very abnormal situation, and I think that is shown by these curves. 
Note the sudden drop in gasoline stocks and then the industry is strug- 
gling along on practically minimum stocks during 1952 at the peak 
of the season. 

As a matter of fact, you normally have minimum stocks of gasoline 
about the Ist of November, and you can see that in the very peak of 
the consuming season, July and August, we were below minimum de- 
sired stocks. So any comparison with the year 1952 is certainly most 
likely to lead to erroneous conclusions. The same thing is noticeable 
in our distillate stocks. You see, we did not build up stocks during 
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the month of May. They were practically level, whereas the normal 
thing for the analy to do is to start building up stocks, slightly 
during April and more rapidly beginning the Ist of May. I don't 
know whether you can detect it in looking at this curve or not, but 
the slope of this line, for 1953, from the end of April is less than the 
slope of the line in 1951, or than the slope of the line in 1952, which 
means that the rate of buildup in 1953 is less than it was in those other 
2 years considering 1952 after the strike was over. That is on the 
total middle-distillates portion of chart No. 2. 
(Chart No. 3 follows:) 
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Mr. Burks. This chart shows the industry crude oil and the re- 
finery operations. It shows the production, the runs to stills and the 
crude-oil stocks. It is important and immediately clear that 1953 
production is higher. The runs are higher and the stocks start out 
higher. While I am talking about these stocks, the stocks of crude 
built up very rapidly starting in May 1952. During May, due to the 
strike, the refineries could not pull the stocks down, so even though 
there was a substantial drop in production here from April to May, 
the crude stocks built up because the crude was not being processed. 

Mr. Hesevron. Will you explain the difference between production 
and runs to stills? 

Mr. Burks. Runs to stills represent the volume processed by the 
refineries. Production is the volume that comes out of the wells. 

Mr. Harz. I did not follow that explanation. 

Mr. Burks. Crude production is the volume that comes out of the 
wells. Refinery runs is the volume of crude which all the refineries 
in these districts actually put through their plants. 

Mr. Hate. In other words, production does not mean production 
of the finished product? 

Mr. Burks. No, sir. It means the crude production. This chart 
deals with statistics pertaining to crude. 

I think one thing you will notice here is that in a typical year, such 
as 1951, there is not too much variation in the volume of crude run. 
It is fairly uniform. The variation in demand is taken up by the 
accumulation and pulling down of stocks. That is far and away the 
most economical way to do it. It would be just perfectly impossible, 
economically speaking, to have adequate tankers, adequate refinin 
capacity, and adequate producing capacity to take care of the eek 
winter demand and permit a large part of such capacity to remain 
idle all the rest of the time. It is much cheaper to build tankage 
to take care of fluctuations in inventories and operate your plant, your 
refineries, at a fairly uniform rate over the year. 

I would just like to say, and I do not know whether you can see 
the lowest set of curves or not, crude stocks are higher in 1953 than 
they were in 1952, up to the time that the effects of the strike in 1952 
exerted its influence. 

Gentlemen, in our rush to get down here last Monday, we were not 
able to have prepared small copies of this chart. We will be glad vo 
furnish them to the committee. 

(Chart No. 4 appears on the following page.) 

Mr. Burks. This chart shows the stock trend for crude and the major 
products. It illustrates the seasonal fluctuations. You see minimum 
stocks normally occur about the end of March for all the major prod- 
ucts, and if you take crude and major products, the same thing holds. 
There is a gradual stock buildup until around the 1st of November, 
normally. It shows here in 1951 it comes up about the same the ist 
of October and November. In 1952, following the strike there is a 
very rapid buildup to a higher level. And in 1953 we are operating 
on what we consider is a normal pattern and with no excessive stocks. 
The stock increase since April 30, averaged 281,000 barrels a day in 
May, and it is estimated to average 338,000 barrels a day in June. 
This is a lower rate of increase than occurred in 1951 or after the 
strike in 1952. This is a perfectly normal buildup and is not in any- 





Pe 


ns at 





SR To emt eatin 


PETROLEUM STUDY 391 


CRUDE AND MAJOR PRODUCTS STOCKS 
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way an indication of a product surplus. We expect to fill the tanks 
that we have available, speaking for my company now, by November 1. 
How much in the way of distillate stocks we have will depend on 
how much tankage we can complete by that time. Of course, we do 
not plan to build tankage which we feel we do not need. 

Mr. Hesertron. What do you list as major products ? 

Mr. Bours. Major products are gasoline, refined oil, distillate 
heating oil, diesel oil, and residual fuel oil. That completes my dis- 
cussion of the charts unless there are some questions, Mr. Chairman. 

The Cuarrman. Have you finished your statement? 

Mr. Burxs. Yes, sir. 
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_The Cuarman. Before we start the questioning period, I would 
like to read a telegram that I have received dated July 9: 


Respectfully urge your investigation of practice by major oil companies of 
selling fuel oil both at wholesale and retail in same communities. Majors have 
maintained restrictive margin for dealers and withheld for their own use benefit 
of price increases although dealers delivery and overhead costs have similarly 
risen. Major sales to residential and commercial users accrues them double 
profits and injures reputable fuel-oil dealers who have substantial investment 
in their businesses and responsibility to employees and capital investors. Tank- 
wagon prices are established by leading major and all others follow suit as a 
matter of sales necessity because no dealer or independent can successfully 
resist the double-margin advantage of majors selling direct to end users. Factual 
records of this situation and its repercussion upon local businessmen are avail- 
able at your request. Recommend legislation prohibiting direct sale of fuel 
oil to residential and commercial users by major companies in areas where 
majors also wholesale. 


I am also in receipt of a communication from James E. Stevens, 
executive secretary of the Pennsylvania Petroleum Association, Har- 
risburg, Pa.: 


Dear Mr. ConGRESSMAN: Having read with much interest your press release 
in which you announced that you were going to conduct an investigation of the 
recent gasoline price increase, it occurred to me that you might be interested 
in the enclosed release which I issued yesterday on this subject. 

We, as a trade association of petroleum jobbers, are not taking any position 
at the present time as to whether or not this move by the major companies is 
justified and is wise. We do, however, feel that we are more or less caught in 
the middle and have desired to established that fact in the public record. 

Sincerely yours, 
JAMES E. STEVENS, 
Executive Secretary. 


The news release to which his letter refers reads as follows: 


Re Gasoline and Fuel-oil price increases. 

The big increases in prices of gasoline, fuel oil, and kerosene announced this 
week in Pennsylvania by the producing and refining companies, because of 
increased operating costs, are being passed on to the public mainly through 
various independent marketers or jobbers, none of whom, based on the best avail- 
able information, have received any distributing benefits in spite of the fact that 
their own costs of operation have continued to mount month after month, accord- 
ing to a statement issued here today by James E. Stevens, secretary of the 
Pennsylvania Petroleum Association. 

The independent jobber handles about half the gasoline sold in the Common- 
wealth plus approximately 80 percent of the lighter oils, including heating oils 
and kerosene. 


I also have a communication dated July 2 from George J. Burger, 
vice president of the National Federation of Independent Business: 


Hon. CHARLES A. WOLVERTON, 
Chairman, Interstate and Foreign Commerce, 
House Office Building, Washington, D. CO. 


My Dear ConcressMAN: As your Committee on Interstate and Foreign Com- 
merce is now holding hearings on the increased prices announced in the petroleum 
field, I believe it would be of considerable importance for your committee to note 
the report we received from a responsible. independent business concern, a feder- 
ation district chairman in the South. I believe the contents of this letter might 
be included in the record of the hearings and further that the committee may give 
some consideration in exploring this wretched situation. 

I also know that the record will show that the Senate Small Business Com- 
mittee, under the chairmanship of the late Senator Wherry, held extensive 
hearings on a similar squeeze play that was taking place in the metropolitan 
Chicago area. 

It is our hope that the committee will explore this reported situation. 

Sincerely yours, 


Grorce J. BurGer, 
Vice President. 
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The letter which is attached reads as follows: 


Dear Mr. Burcer: Bxactly 1 year ago I wrote you as an oil jobber and a 
federation district chairman regarding dealer-jobber margins on fuel oil. 

In a little more than 30 days fuel oil has been hit with two increases May 8 
and June 23. On May 8 we were advised that tank wagon would be 0.007 and 
tank car 0.0055. On June 23 we were advised that tank car would be up 0.006 
per gallon on kerosene and No. 2 grade oils, with no change indicated in the 
tank-wagon price. We checked every major in the area and found the posted 
tank-wagon price on both fuels up 0.013 from May 7. Out of this increase the 
jobber retains 0.0015 or what the “little doggy got.” 

On May 26 we were offered a 1 percent discount 10 days on No. 2 fuel, some- 
thing we had not had heretofore. 

My figures indicate that we must get up $13,000 more on each million gallons. 
Of this amount we retain $1,500 as our margin. Every well-informed source 
in the country indicates that consumer credit is much tighter. This indicates 
to us and it is already showing that accounts receivable are falling at a steady 
rate. It is going to cost us more to collect, probably the salary of a collector 
or two at $2,500 each. 

The jobbers in this area and surrounding North Carolina cities can’t see this 
10-percent increase at a time when storage is bursting to capacity. 

I am enclosing a clipping of the June 24 issue of the Greensboro Daily News 
regarding the price boost and the action of the National Oil Marketers Associa- 
tion. 

It is my sincere hope that the federation can stimulate action favorable to 
the jobbers. 

Gentlemen, before we start the questioning, I would like to bring 
to your attention the fact that I have received notice that the Rules 
Committee will hear us at 10:30 on a rule with reference to the dual- 
benefit railroad-retirement bill. I have an arrangement with the 
Rules Committee that we will be advised a few minutes in advance 
of it being necessary for some of us to be present. That notice may 
come at any minute. 

I regret that arrangement was made by the Rules Committee, but 
they represent the management of the House, and the rest of us find 
it necessary to bow to them when they move. You will pardon our 
absence at the time when it is necessary to appear before them on this 
other matter. 

Mr. Burks, probably in view of the fact that it is necessary for me 
to go when that call comes, and which I anticipate will be coming 
at any moment, probably it will be better for us to do some questioning 
by other members rather than for me to start. I will hold my ques- 
tioning until I return from the meeting. 

Gentlemen, is there anyone who wishes to question the witness? 
Mr. Heselton. 

Mr. Hesetron. Mr. Burks, I notice in the June 12 issue of the 
Journal of Commerce, several very interesting articles. (1) Unsea- 
sonal Gas Cut Brings Stocks of Gasoline to 22 Percent Above 1952. 
(2) Distillate Stocks Soar About 53 Percent. (3) Heavy Oil Stocks 
Up at Gulf Offset Dip at East Coast. (4) Venezuela Oil Flow Rises 
in Month. And (5) World Crude Oil Output Hits Record for Fourth 
Month in a Row. 

They make it rather difficult to understand the logic or the eco- 
nomics of price rises in view of those stock positions, even in spite 
of the testimony you have presented here this morning. Is it not 
true, in general, that the stock position was one factor that should 
have been taken into consideration in determining the timing of these 
increases ¢ 
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Mr. Burss. Yes, sir; inventories are one of the first factors we take 
a look at. 

Mr. Hesevron. Then how could you justify an increase in distillates 
with stocks up 63 percent over a year ago? 

Mr. Burks. Well, sir, as I pointed out, in connection with the charts, 
which I described, we do not consider that the day’s supply at this 
time of the year means a great deal or that the stock position, when it 
seems to be proceeding normally upward, as it has to proceed on the 
basis of the industry’s operation, is any deterrent to a price change if 
there has been a substantial increase in cost to the refiners. The only 
reason that distillate prices went up, Mr. Heselton, was because there 
was a very substantial increase in the cost of the refiners’ raw material. 
The refiner has to endeavor to get that back. Our company being a 
refining and marketing company, it is just something that we think is 
rather axiomatic from a standpoint of economics. If we have some- 
thing which increases our cost to the extent of $72 million a year, we 
must endeavor to recover that cost if at all possible. 

Mr. Heseiron. When was it that you announced the increase in the 
distillates ¢ 

Mr. Burss. As I remember it, sir, it was effective June 22. 

Mr. Heseiton. And that was six-tenths of a cent? 

Mr. Burks. Six-tenths of a cent; yes, sir. 

Mr. Heserron. Now, on July 1, it was announced, was it not, that 
there was an agreement with reference to the New England natural- 
gas situation. 

Mr. Burks. I do not remember the exact date, but I remember that 
the two companies that desired to sell gas in that area had reached some 
kind of an agreement, yes, sir, so that they would both be up there. 

Mr. Hesexron. I have here a release from the Federal Power Com- 
mission stating the proposed settlement on file with the FPC July 1 
by the principal parties to the proceedings, and then they list the group. 
Those gas companies serve the same area that your company serves, 
do they not? 

Mr. Burks. In part, certainly. We market throughout New Eng- 
land. 

Mr. Hesevron. You are a heavy distributor, are you not, in New 
England ?¢ 

Mr. Burks. Yes, sir; we sell substantial quantities of heating oil in 
New England. 

Mr. Hesevron. And then your company announced a reduction in 
that increase, did it not? 

Mr. Burks. Yes, sir. 

Mr. Hesevton. What date was that? 

Mr. Burs. July 2. 

Mr. Heseiton. The day after the announcement of the settlement 
in the gas case? 

Mr. Burks. Certainly that gas competition did not influence us at 
all in connection with that, Mr. Heselton. It was competition with 
others selling heating oil. 

Mr. Hesevron. The American Gas Association announced, shortly 
before July 1, that the gas industry figures it is serving 11,728.000 
residential heating customers, equivalent to 48 percent of all residen- 
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tial customers. A year ago it was figured at 47.7 percent. Would not 
that sort of a situation influence a competitive heating-oil company ? 

Mr. Burxs. Yes, sir. We have to meet competition from natural 
gas, coal, and other companies selling heating fuel. 

Mr. Hesevron. And yet you say it was not in your mind at all? 

Mr. Burks. No, sir. 

Mr. Hesevton. What was in your mind? 

Mr. Burks. The fact that other oil companies were selling heating 
oil at a lower price than we were. 

Mr. Hesextron. In other words, other oil companies declined to fol- 
low the increases set, is that right? 

Mr. Burks. Yes, sir; they established their own prices in view of 
their interpretation of what the market was. 

Mr. Hesetton. When you announced the increase in heating oil, 
I assume you estimated what the additional profit would be on an an- 
nual basis? 

Mr. Burks. When we increased our price of heating oil, it was at 
the same time that we made other price adjustments to compensate, in 
part, not in entirety, for the increase in the cost of crude to us. 

Mr. Hesevron. Well, that is not quite an answer to my question. 
My question was I assume you have estimated the additional profit 
that would accrue by reason of the additional price increase on an an- 
nual basis? 

Mr. Burks. We estimated the additional increase in realization 
which would be associated with the increase in heating oil price, yes, 
sir; and other distillate prices. 

Mr. Hesevton. How much was in the case of the distillates? 

Mr. Burss. I have that figure but not for just heating oil. I have 
it for total distillates. It is about $24 million a year at that rate. The 
increase of six-tenths of a cent was equivalent to about that. When 
we cut back, along the east coast and lower, we figure that reduced 
our realization a little over $11 million. We make sales along the 
coast, too. 

Mr. Hesetton. In making that answer of $24 million and then giv- 
ing the reduced figure, were you confining yourself to the distillate 
alone or the gross products? 

Mr. Burks. That was just the middle distillates, sir. 

Mr. Heserron. All right. Now will you give the figure for 
gasoline ? 

Mr. Burks. For gasoline, $32,600,000. 

Mr. Hesetron. You have other figures in addition ? 

Mr. Burks. I have other gasoline, aviation gasoline, and some sol- 
vents, too. 

Mr. Heseiron. And can you give us those? 

Mr. Burks. The total for aviation gasoline and solvents was $7.1 
million. 

Mr. Hesetron. And what is the grand total? 

Mr. Burks. Well, I have not covered residual fuel oil yet. 

Mr Hesevron. Will you do that? 

Mr. Burks. $6.6 million. In addition to that, we would have some 
other minor adjustments due to escalator clauses we have, amounting 
to $600,000 and the total is—— 

Mr. Hesexron. $600,000 up or down? 
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Mr. Burks. Up. We have contracts, with the price of the product 
we are selling varying with the price of crude. So the total increase 
in product prices on June 22, prior to any reduction on July 2, was 
$70,900,000. 

Mr. Heseiron. Have you attempted to make any estimate of the 
added cost to the consumer over the entire industry ¢ 

Mr. Burks. No, sir; not particularly. You can dg it roughly. If 
I figure the production as somewhere around 6,400,000 barrels a day, 
25 cents a barrel on the average would be about $1,600,00 a day, which 
would be something in the order of magnitude of a half billion dol- 
Jars a year. 

Mr. Hesetron. A half billion a year? 

Mr. Burks. That figure, Mr. Heselton, in my thinking, should be 
considered along with total consumer expenditures, which in the sec- 
ond quarter of this year were $228 billion. So, by itself, it looks like 
a big figure, but against the total background of consumer expendi- 
tures, it is not such an enormous figure. 

Mr. Hesevron. Of course you can take that in any given instance, 
so far as consumer expenditures are concerned, and isolate it and 
say it does not amount to much. But if the pattern holds, there is 
not any question in the world, is there, but what there is an infla- 
tionary impact? 

Mr. Burks. Sir, almost any price increase has an inflationary effect. 
But we looked at how the Consumers’ Price Index was fluctuating 
and it seemed to us that it had been quite constant over the last year. 
There were minor variations, but they did not amount to very much. 
May I say just one other thing, that when costs are increasing to 
any company, it cannot indefinitely absorb these costs. In order to 
carry out its own function, it needs profits and increasing costs cut 
down profits, so that it is financially not in a position to soundly 
ceneiil de the consumer demand goes up. 

Mr. Hesevron. Well, the increase in costs certainly started back 
several years ago. Isn’t that true? 

Mr. Burss. Yes, sir. 

Mr. Hesevton. And you have been successful in absorbing them 
during that period of time and yet maintaining a sound financial 
position; have you not? 

Mr. Burks. No, sir. We have had some very lean years. We have 
had to spend more money for our plant equipment than we had 
available after paying relatively not large dividends to our stock- 
holders. 

Mr. Heserton. When you say you spent more money for plant 
equipment, that has substantially increased your total assets; has 
it not? 

Mr. Bourxs. Yes, sir. 

Mr. Hesevton. When I speak of Standard of New Jersey, you are 
a subsidiary of that company; are you not? 

Mr. Burks. Yes, sir. I am not talking for Standard Oil Co. of 
New Jersey, I am just talking for Esso Standard Oil Co. 

Mr. Heseuton. Yes. But that is the only figure I have available, 
so I assume they are somewhat the same. Your total assets for 1951, 
or Standard Oil of New Jersey, was $4,770,018,865, and in 1952 that 
had been increased to $5,049,282,673, which is a rather favorable pic- 
ture; is it not? 
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Mr. Burgs. Sir, I wish our picture were as good as the picture of 
our parent, but it is not. 

Mr. Hegsevton. You wish what? 

Mr. Bur«s. I wish our financial picture were as good as the finan- 
cial picture of our parent, but it is not. You see, Standard Oil Co. 
of New Jersey operates all over the world, and we confine our opera- 
tions to the section of the United States which I have described. 

Mr. Hese.ton. What were your first quarter earnings for 1953? 

Mr. Burxs. As I remember the figure, sir, about $12.6 million. 

Mr. Hesevron. What were they in 1952? 

Mr. Bourss. For the first quarter I don’t have the figures in mind. 
I know what they were for the year of 1952. They were $50,400,000. 

Mr. Heseiton. Then I want to have a comparable figure. You 
do not have it? 

Mr. Burks. No, sir; I do not have that breakdown by quarters 
with me. 

Mr. Heserron. I have a figure here for 20 of the major companies, 
including Standard Oil of New Jersey. Some few show a substantial 
drop, others show very satisfactory gains, and then there is a middle 
ground. But the first quarter for 1952, for those 20 companies, was 
$492,530,112. For 1953, it was $481,344,854, or a reduction of 2 
percent. 

Having in mind the substantial increase in assets, substantial cap- 
ital expenditures, and they in those two quarters are in this order, the 
capital expenditures, $2,290,848, and for the first quarter of this year 
$2,807,778, more than half a billion dollars, doesn’t it strike you that 
there may be some criticism of these increases as to timing which have 
some validity ¢ 

Mr. Burks. No, sir, I don’t think so. What prices you have to 
charge, as Mr. Baker pointed out, in the long range, are determined by 
what your costs are. In our company this year as well as last year, we 
are going to have to borrow in order to finance our capital expendi- 
ture program. We think that the price increases are long overdue, 
that it is very sound for us to increase our earnings so that we are 
able to take care of consumer demand. 

Mr. Hesevron. Some people might think that one answer to the 
problems confronting you would be an increase in production all along 
the line. That has sometimes been held in the history of this country 
as a very desirable means of meeting additional costs rather than 
passing it on to the consumers. Do you share that philosophy or 
not ? 

Mr. Burks. I don’t quite understand that, Mr. Heselton. 

Mr. Hesevron. The history of this country has shown in many in- 
stances that those in charge of industry have preferred to place their 
emphasis on trying to meet increased costs upon increased production. 
Do you share that idea? 

Mr. Burxs. Well. sir, certainly as production goes up through a 
given plant, your costs tend to come down. Certainly on a long-range 
basis we endeavor to supply the public with the best produc ts we know 
how to make at reasonable prices. When we are supplying the public, 
the demand of the public, for products, I don’t see how we can in- 
crease production very well without just building up surpluses, whith 
would seem undesirable. 
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Mr. Hesevron. Having that in mind, I want to read a short para- 
graph or two from the Oil and Gas Journal of June 29. It is from 

*ittsburgh : 

Pittsburgh: Refinery runs currently are 400,000 barrels daily too high and im 
ports are too high, and both must be cut to insure stability in the oil industry 
next year. Addressing the 30th annual meeting of the Pennsylvania Crude Oil 
Association here June 18, Earnest O. Thompson, chairman of the Texas Railroad 
Commission, said it is unfortunate that importers “are indicating an intention 
to reduce imports into this country.” Cuts in the rate of refinery operations 
now, Thompson said, could mean that refiners “can be back to present rates—in 
the fourth quarter of this year.” “Next year,” he said, “oil stability can be 
well assured by reducing imports now and refinery runs now rather than later.” 

Will you comment on that? 

Mr. Burks. Well, sir, I don’t think that the amount of imports at 
the present time, the variations that have occurred, would have any 
effect on prices at all. 

Mr. Hesevron. How about refinery runs? 

Mr. Bors. If the statement that was made there, that refinery 
runs are making 400,000 barrels a day more than is needed at the 
present time, I would think that that 400,000 barrels a day is probably 
going into inventory to take care of middle distillate requirements 
during the coming winter. It is a perfectly normal procedure for the 
industry to be running more than current demand in the summer- 
time. We do it. The whole industry does it. It is their method of 
operation, because it is the most economical way to take care of the 
middle distillate seasonal load. 

Mr. Heseuron. Finally, I received a letter from a gentleman who 
lives in Carlsbad, Calif., which I take it is near the Mexican border. 
He tells me that the oil companies there were retailing gas at 33.6 
cents a gallon for ethyl gas. He adds that yesterday, July 7— 

I was in the Tijuana, Mexico, area and bought ethyl gas from the Standard 
Oil Co. for 23 cents a gallon. Most everyone who lives near the Mexican border 
go there for their gas, and I note out-of-State cars filling up with gas. The 
question is how can they buy gas in Mexico so cheaply when this gas has to be 
transported from California.” Just adding 8 cents to the 23 cents which makes 
the retail price 31 cents in comparison to the 33.6 cents charged in California. 

Do you know of any reason why that should be true? 

Mr. Burs. Mr. Heselton, I don’t know any of the facts or back- 
ground pertaining to gasoline prices in either Mexico or California, 
and I don’t feel qualified to answer that question. 

Mr. Hesexron. This led me to wonder what the situation with 
reference to Canada is. Do you know? 

Mr. Burs. That I don’t know, sir. We do not market in Canada. 

Mr. Hesetron. But I thought you might know. 

Mr. Burxs. No, sir; I don’t know that price structure, 

Mr. Petry. Would not the State tax have a very definite bearing, 
the California State tax, as against Mexico? 

Mr. Burks. Mr. Pelly, I thought of that, but I don’t know what 
the tax situation is in Mexico. So being ignorant of it, I just did 
not 





Mr. Hesevron. He said the State tax is 6 cents, Federal tax 2 cents 
there, and that was figured into his amount. Well, if you do not 
know, I do not think I care to pursue it further. 

Mr. Hate (presiding). Mr. Pelly. 
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Mr. Petay. Mr. Burks, if I understand the picture as far as your 
company is concerned, your profits last year were something around 
$50 million. 

Mr. Burks. $50.4; yes, sir. 

Mr. Prxiy. And not being a producer, your costs on account of 
this 25-cents-a-barrel increase have gone up 72 million. 

Mr. Burks. Yes, sir. 

Mr. Prtuy. It seems to me very unreasonable that you should be 
expected to absorb increased costs of $72 million and not pass them on. 

Mr. Burks. Well, that was the way we felt about it, Mr. Pelly. 
We felt that we simply could not afford to absorb any snch increase 
in costs. 

Mr. Petty. Your increase in the end products were only $70 million, 
according to your original estimate, and then you had to cut. 

Mr. Burxs. Yes, sir; that is correct. 

Mr. Pexiy. Therefore, you were not recovering your entire increased 
cost of crude. 

Mr. Burks. We are behind approximately $12 million at the present 
time as a result of the crude price changes and the product price 
changes made to offset the increase in crude costs to us. 

Mr. Petuy. Well, that seems very reasonable to me, but the point 
I would like to understand a little more about is the matter that was 
brought up in the correspondence which our chairman read into the 
record, namely the squeezing of the independent operator. As I 
understand it, you sell at retail in some instances. 

Mr. Burks. In gasoline—— 

Mr. Petxy. That is, in competition to the jobber that you sell to. 

Mr. Burks. Are you talking gasoline now or heating oil ? 

Mr. Preity. Heating oil. 

Mr. Burks. Yes, sir; we do. 

Mr. Peniy. And they are the ones who are complaining because 
you have set retail prices at a price which your jobbers cannot meet. 
and at the same time get a sufficient profit. 

Mr. Burks. That was a surprise to us, sir, about the jobbers of 
heating oil. Their margin is the difference between our price to them 
and the price at which they sell. When they are selling in the same 
area that we are, their selling price is normally whatever is our deliv- 
ery price to the consumer. “Tt has been chs inged over the years and 
I personally was not aware of any complaint on the part of the jobbers 
selling distillates. 

Mr. Petxy. It is inconceivable to me that if your jobbers are being 
hurt that they are not immediately letting you know about it. 

Mr. Burks. I have asked about that and there have been changes 
made over the years in that situation which, as far as I know, have 
been reasonably satisfactory. 

Mr. Petty. Well, there seems to be very definite evidence from that 
correspondence which was put into the record that the jobbers are very 
unhappy about the price you are setting to the consumer and the price 
you are setting ~ the jobber. You are not giving them enough margin. 

Mr. Burks. I don‘t recall from what area that letter of “complaint 
came. 

Mr. Petty. One was from Harrisburg and one was from some place 
in Pennsylvania, I think. 








400 PETROLEUM STUDY 


Mr. Burks. Well, sir, I can tell you this: As far as heating oils are 
concerned, taking 7 areas—Linden, N. J.; Baltimore, Md.; Philadel- 
phia; Norfolk; Richmond ; Wilmington ; and Charleston—I don’t hap- 
pen to have any Pennsylvania cities there—as of June 30, 1946, the 
arithmetic average of the difference which was available to the "job- 
bers on heating oils was 2.18 cents. Today it is 3.21 cents. As far 
as I know, as I have said, I do not know of any dissatisfaction that is 
substantial. I mean everybody wants more money, but I don’t know 
of any substantial dissatisfaction with the amount of money which the 
jobber has to carry on his business. 

Mr. Heserron. Will the gentleman yield? 

Mr. Petry. Yes. 

Mr. Hesevton. I have the July 1 edition of the National Petroleum 
News, in which the general counsel of the National Oil Jobbers is 
quoted as follows: 


Judging from comments received so far, the jobbers in the field are raving mad. 


That is rather a point in comment. 

Mr. Bur«s. I thought we were talking about heating-oil jobbers, 
and I specifically asked one of our marketing executives as to whether 
or not we did have complaints from our heating- oil jobbers, and his 
reply was that to the best of his knowledge there was nothing serious 
in the way of a complaint or general complaint concerning the margin 
available to such cen ‘Ss. 

Mr. Petty. Well, Mr. Burks, as far as I can see, or as far as this 
committee is concerned, there certainly cannot be any criticism of your 
company for not even passing on your actual increased costs of pur- 
chasing oil, and it looks to me like you are going to make less money, 
consider ‘ably, than you were before. 

Mr. Burxs. As far as this crude price increase and the product 
price changes that have been made subsequent to that time, that is an 
absolute fact, Mr. Pelly, and we are not by any means satisfied with 
that as I think you could readily understand. 

Mr. Petry. I would think, Mr. Chairman, that our investigation 
should be more concerned with the producer who originally started this 
price increase and not a company such as Mr. Burks’ company who 
is not passing along their actual increased costs. Maybe we should 
talk more with their parent concern who is a producer of crude oil. 
That is all. 

Mr. Hesevron. Would you yield for a moment? 

Mr. Peiiy. Yes. 

Mr. Hesexron. I forgot to ask you, Mr. Burks, but I think you 
said in your statement somewhere you followed a competitor in your 
posted increase. As I recall it, that was Socony-Vacuum. 

Mr. Burks. The first gasoline price increase; yes, sir. 

Mr. Hesevron. And I gathered from what you said in your state- 
ment that you had had in mind a higher increase than the one that 
Socony-Vacuum announced, but you only went along with that. 

Mr. Burxs. That is correct, sir. It was a higher increase on the 
average; in other words, had we put into effect the price increases 
city by city that we were contemplating. 

Mr. Hesevron. What was the amount that you did have in mind? 

Mr. Burks. It varied, sir, from city to city, and I don’t recall the 
exact effect of that. I know that Soconoy’s ideas were somewhat lower 
in toto than ours. 
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Mr. Heseuron. Lower! 

Mr. Burks. Their price increases were lower. 

Mr. Hesetron. You mean Socony’s announced increase was lower 
than what you had in mind? 

Mr. Burks. Yes, sir; that is right. 

Mr. Hesevron. And you cannot give us the amount? 

Mr. Burxs. I cannot give you the exact figure. I never did see that 
exact figure. 

Mr. Hesexron. Is my memory correct that at least here in the Dis- 
trict you announced 2 increases in a period of 1 week? 

Mr. Burks. One of them was on June 15, and the other was on 
June 22, a week apart. In the meantime, we had the crude price in- 
crease on June 15. 

Mr. Hesevron. That is, you announced one before knowing of 
crude-price increase, and the second one after knowing about it! 

Mr. Burks. Yes, sir. 

Mr. Hesevron. Well, it seems to me there was some considerable 
speculation in the trade papers prior to the crude-price increase that 
an increase was on its way or an increase was justified or something 
like that. 

Mr. Burks. There were many opinions expressed in the trade 
press; yes, sir. 

Mr. Hesevron. Is it not fair to assume that when you made your 
first increase, you must have had in mind some possibility of the crude- 
price increase ¢ 

Mr. Burks. We thought it would occur at some time, sir, but as 
to the timing I certainly did not anticipate it as soon as it did occur. 

Mr. Hesextron. That is all, Mr. Chairman. 

Mr. Cartyue. Mr. Chairman. 

Mr. Hatz. Mr. Carlyle. 

Mr. Cartyie. Mr. Burks, your statement contains this sentence: 

Esso Standard Oil Co. is not engaged in retail service stations except for a 
few stations which are generally operated for training purposes. 

I thought Esso Standard Oil Co., purchased locations in certain 
important areas or communities for the purpose of having direct 
retail service stations. 

Mr. Burks. Yes, sir; we do own a number of service-station sites. 
Those stations with few exceptions are leased to independent dealers. 

Mr. Cartyie. Well, you furnish the design for the general con- 
struction of those stations; do you not? 

Mr. Burks. Sometimes we build them. 

Mr. Cartyie. And those stations where you purchase land, you 
then furnish the money for the building of the station; do you not? 
Do you also select the operator of the station ¢ 

Mr. Burks. Yes, sir. We have to know with whom we are dealing. 

Mr. Carvyie. That is right. Well, you always sell to that operator 
the products that he is allowed to sell? 

Mr. Burks. That he wants to buy. 

Mr. Cartyir. You come very close to being engaged in the retail 
service station business; do you not? 

Mr. Burks. We don’t think so; no, sir. 

Mr. Cartyie. You say that you build the stations quite often, and 
that you furnish the design, and in other cases where you do not build 
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the station, you say you select the operator, and then you sell him 
the products that he is to sell. In such transaction, what is the differ- 
ence between what you are actually doing and the operation of the 
retail service station ? 

Mr. Burks. Well, this main difference, sir, that he buys what he 
wants to buy from us and then he sets his own price on it and sells it 
and endeavors to make money 

Mr. Cartyie. Do I understand you to say that you do not operate 
any retail service stations at all? 

Mr. Burks. No, sir. 

Mr. Cartyte. Except just to train operators? 

Mr. Burs. Well, let me be specific. As of the end of the year, 
Esso Standard had a total number of about 24,600 service-station 
outlets. Of those, w e operated 23. A good many of those, about half, 
I would say, of the 23 are training stations. Others are stations which 
we have a contractual coramitment to operate. 

Mr. Cartyie. Your statement said that your company is not en- 
gaged in the retail service-station business, except for a few stations 
which are generally operated for training purposes. 

Mr. Burks. That is right. 

Mr. Cartyze. Do I understand you to say now that you do have 
thousands of stations throughout the country, that you constructed, 
that you furnished the money to build them with, and that you employ 
the manager of the station, and that you then sell to him the products 
that he in turn is to sell to the public? 

Mr. Burks. No, sir. There is one difference I would like to make 
there. We do not own all of these stations. Some of them we rent 
ourselves, and some of them we own. Then we lease those stations 
to the dealer. He is not our manager. He is not an employee of our 
company. He is an independent businessman who buys and sets his 
own prices and sells. 

Mr. Cartyie. To what extent is that manager or the person who 
manages that retail service station under your control? 

Mr. Burks. Not at all. 

Mr. Cartyie. Can he sell any product that he cares to? 

Mr. Burks. I beg your pardon? 

Mr. Cartyte. Could he sell any product that he might wish to? 

Mr. Burks. Yes, sir; he could. 

Mr. Cartyie. He could? 

Mr. Burks. He could. 

Mr. Cartyie. You have no control over the kind of gas or oil that 
he sells at that station ? 

Mr. Burks. No, sir. 

Mr. Cartyite. Who owns the lease on the station ? 

Mr. Burxs. We lease it to him, generally speaking. Sometimes he 
owns his own station. 

Mr. Cartyix. Sometimes he owns his station and you lease from 
him; is that correct? 

Mr. Burks. That is right. Sometimes that happens. 

Mr. Cartyte. In cases where your company builds the station, of 
course it is not your intention to employ personnel to operate the 
station to sell oil that you are in competition with ? 
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Mr. Burks. I agree with that. We want him to sell our products 
and want him to push our products. 

Mr. Cartyte. Your contract with him would provide that he would 
sell only your product; would it not ? 

Mr. Burxs. You are asking for a term of the contract. May I 
ask my lawyer? 

Mr. Carvyue. I think I have seen some of the contracts. 

Mr. Burxs. We have no product contract. 

Mr. Cartyte. Mr. Burks, would your company build a service 
station and spend thousands of dollars to erect it, and then lease that 
station to some person and let him put in some other gasoline other 
than that produced by your company and sell it? 

Mr. Burks. He could do it, sir, but we have usually a minimum of 
1-year lease. We certainly would not have our money tied up indefi- 
nitely with some one who elected to not push the sale of our products. 

Mr. Cartyte. After you have leased a station erected upon land 
which your company has purchased, and you have also erected the 
buildings on that land, could that operator sell gasoline delivered to 
him by Esso Standard Oil at any price he might wish to sell it? 

Mr. Burks. Yes, sir. I think it might be interesting to get some 
figures concerning the price at which gasoline is being sold. We 
were interested in that over the weekend, so on last Saturday we 
hired a concern to make a survey. There is a particular area out on 
Long Island, in Queens and Nassau Counties. We can speak as far 
as our own company is concerned that the price to all the dealers in 
this area is the same. In other words, it is our posted tank-wagon 
price for that area. We checked 28 of our own stations and we found 
that regular-grade gasoline, Esso, was being sold at prices which varied 
from 26.9 cents a gallon to 29.7 cents a gallon. I will run down the 
list : 29.5, 29, 27.5, 28, 26.9, 28.5, 29.4, 29.7. We also obtained infor- 
mation on other brands of gasoline. Brand A, I will call it, we found 
15 different prices for it among 37 stations. Brand B didn’t have 
quite as many. The variations in price were about 13. Brand C, 
again, to about 15. Brand D was somewhat less. It looks like 12. 
And brand E was 11. 

Then we looked in an “all other” category, and we had variations 
from 23.9 cents to 29.5 cents, and that also had 15 separate prices. On 
a total survey summarizing everything, we had 265 stations that we 
checked up on, and we had 28 different prices. That is something we 
just picked up over the weekend, Saturday, just to see in view of all 
the discussion which has occurred here as to whether or not the dealers 
did set their own prices, what variation we would actually find. 

Mr. Cartyte. When this last increase went into effect with Esso 
Standard, did you notify these stations throughout the country that 
sell your product of this increase? 

Mr. Burks. Yes, sir. 

Mr. Cartyte. Why did you do that? 

Mr. Burks. Notified them of the increase in our tank-wagon price ? 
It was going to affect them. 

Mr. Cartyte. Did you suggest to them the price they would charge 
for it? 

Mr. Burkxs. No, sir. 
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Mr. Cartyte. Of course you knew that if the gas was going to cost 
them more money they would have to sell it for more money ¢ 

Mr. Burxs. That is the normal thing that you would expect to 
happen. I talked with a service-station dealer in Connecticut, where 
I was Saturday and Sunday, and I asked him what he did. He said, 
“Well, with the first increase I passed that on plus three-tenths of a 
cent a gallon. On the second increase I passed iton. I passed on the 
same amount as the increase in my costs.” So what these dealers do 
is in their hands. 

Mr. Carvyie. Let me ask you this: Where can a per oon. buy a 
gallon of Esso Standard gasoline the che: upest in this country ¢ 

Mr. Burke. Well, I can’t answer your question offhand, sir. I would 
suspect in some of the Southeastern States close to the refineries, except 
for State tax considerations. 

Mr. Cartyte. Do you know where it is the most expensive? 

Mr. Burgs. I don’t happen to know; no, sir. 

Mr. Cartyie. That is all, Mr. Chairman. 

Mr. Springer. Mr. Chairman ? 

Mr. Hate. Mr. Springer. 

Mr. Sprincer. Mr. Burks, last week when there was another vice 
president of the Standard Co. here on the witness stand, I asked them 
if they would be willing to make a chart and to supply it to this com- 
mittee and put it in the record as to what the increase in the cost of 
gasoline was as compared with the increase in the cost of living in the 
last 3 years. Would you be willing to do that ? 

Mr. Burxs. Do you mean the increase in the price of gasoline? 

Mr. Sprrncer. Increase in the cost of gasoline. 

Mr. Burks. Well, sir, I don’t know any way to determine the cost 
of gasoline. 

Mr. Sprincer. Don’t you know what your product costs you? 

Mr. Burks. No, sir. 

Mr. Sprtncer. There is no way you have of knowing that? 

Mr. Burs. There is no acceptable method for doing that, sir, be- 

“ause you have more unknowns than you have equations. It is a 
multiple-product industry and it is impossible to determine the cost 
of any single product. 

Mr. Sprrncer. Would you be willing to make a chart for this com- 
mittee and insert it in the record, and send each member of this com- 
mittee a copy of it, of the increase in the price of gasoline and oil in 
your company, and the increase in the cost of living as is shown by 
the Department of Labor’s index for the past 3 years? 

Mr. Burks. Yes, sir; we would be willing to do this. I might say 
this, Mr. Springer, that we would probably want to supply at the 
same time, information concerning a longer period. 

Mr. Sprincer. I think it would be more welcome if you went back, 
say 11 years. I think the committee went into great detail last week 
for the period since 1941, as I recall it. 

(The information requested follows :) 
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Mr. Burxs. Also, I would like to mention this, that over any large 
number of years although you say changes in the cost of gasoline, 
gasoline itself isn’t the same product today that it was, say 15 years 
ago, not by any means. 

Mr. Sprincer. I think you have improved your product, and I think 
we have increased our standard of living at the same time, Mr. Burks. 

Mr. Burks. Yes, sir. 

Mr. Sprincer. That is comparable to all of us. So I think what- 
ever the increase in the price of your gasoline, I think is all taken 
into consideration with the increased cost of living today. 

Mr. Burxs. Today, with the changes in cost of gasoline, you can 
get more miles per hour and in greater luxury than you could a num- 
ber of years ago. 

Mr. Sperincer. I hope you are right. With the two automobiles I 
have, I am still getting the same amount of miles today as I was 
before the war. I do not seem to notice any difference. It is a little 
bigger Ford, I admit that, and it still has 8 cylinders. But I am not 
getting any more miles, as I testified last year, than I was getting 
in 1938. 

Mr. Burks. Perhaps you have a bigger Ford and more power, and 
you are taking up the improvement in the gasoline in another way. 

Mr. Springer. Would you be willing to make up a chart just as to 
your company, now, and show us what the comparable increase in 
the price of gasoline and oil have been with the increase in the price 
of coal and gas? 

Mr. Burks. Of gasoline and oil—— 

Mr. Hate. Do you mean natural gas? 

Mr. Sprincer. Natural-gas. I will take that back. I am not talk- 
ing about gas. I am talking about distillate oil and residual oil. 

Mr. Burks. You don’t want gasoline, but residual oil. 

Mr. Sprrncer. I want to know the increase in the cost of your 
product for supplying home fuels in comparision with what the in- 
crease has been in the cost of coal and the cost of gas, which are the 
two others, as I see it, that make up practically a hundred percent 
of the heating fuel in this country. 

Mr. Burks. We have taken a look at what it would cost to heat a 
home with different fuels. I live in Elizabeth, N. J., therefore one 
of the places we considered was Elizabeth. This is a typical home 
which would require 1,200 gallons of heating oil in a normal year. 
We figure that the cost of the heating oil plus the cost of the power 
and servicing would be $182 a year. That does not allow anything for 
depreciation and it doesn’t take into account the cost of installation. 
It is assuming you have your burner. 

Now, for gas we figure that it would be $240; for a stoker-fired 
coal installation, $163; and for a hand-fired coal installation $205. 

Mr. Sprincer. Where did you get those figures? 

Mr. Burks. We figured them out ourselves based on the prices and 
cost of operations and utility rates, and so on. I can give you the 
details of those if you would like to have them. 

Mr. Sprrncer. I mean are these your figures or are these someone 
else’s figures. 

Mr. Burks. Yes, they are figures we keep up with in connection 
with knowing where we stand with respect to other competitive fuels. 





ete: 


amenities 


ee ee 


ela 


hea Niall ibe 


ae 








Cea cB na eta 


PETROLEUM STUDY 407 


Mr. Sprincer. Have you made any comparison between what the 
increase has been in the cost of those? 

Mr. Burks. I don’t have those figures with me, sir. From time 
to time we have looked at that, but I don’t have those figures. 

(Mr. Burks later submitted the following information :) 


Relative cost of household heating, heating oil, anthracite coal, and gas, 
Elizabeth, N. J. 








Heating oil Hand-fired coal Stoker-fired coal Gas 
Year Total Total Total Total 
cost per Index cost per Index cost per Index cost per Index 
year year year year 
SOND as . «5 cheese $122 100.0 $136 100. 0 $119 100. 0 $168 100.0 
Bass 3~ venee ee ateit 133 109.0 139 102. 2 | 121 101.7 | 192 114.3 
BO 6 6 -scdcseeotie . 166 136.1 152 111.8 134 | 112.6 | 244 145.2 
1949... a an 157 128.7 162 119.1 | 142 119.3 | 162.5 
1950_.. ass 159 130.3 165 121.3 | 142 119.3 | 162.5 
1951. ited 169 138. 5 190 139. 7 149 125. 2 | 1 1135.1 
eee nteliieen ieee 175 143.4 205 | 150.7 | 163 | 137.0 | : 134. 5 
July 10, 1953. 182 149. 2 205 150.7 | 163 137.0 | 142.9 
| | | 
1 Natural gas starting Jan. 4, 1951. 
Notss.—(l) Based on latest degree-day norma! for the New York metropolitan area. 


(2) Total cost includes fuel. power, and maintenance but excludes writeoff of installation. 


Mr. Sprineer. I think it is very important to know that the increase 
in the cost of those has been, because I think you are making a com- 
parable estimate here as to what your increase has been in the cost of 
coal, the increase in the cost of gas, the increase in the cost of oil. 
That gives this committee a pretty fair idea as to whether or not the 
oil industry itself has been fair in the increases that they have been 
apportioning to themselves. That is the only way I know you are 
going to arrive at whether or not the oil industry has been fair in this 
matter or has not. That is, as far as the figures are concerned. 


» 


Going to page 3 of your statement, Mr. Burks, down at line No. 6: 


We concluded that we could not continue indefinitely to absorb these increased 
costs in the face of our declining profits, on the one hand. 

Have your profits been declining? 

Mr. Burks. Yes, sir. We made more money in 1950 than we made 
in 1952, and we made more money in 1951 than in 1952. 

Mr. Sprincer. Did you make more on your investment, is that what 
you mean? 

Mr. Burks. More dollars and more on our investment. 

Mr. Sprincer. Would you give me your figures? 

Mr. Burks. For 1950 our profit was $56.9 million. 

Mr. Sprincer. Wait just a moment. 1950 was what? 

Mr. Burks. $56.9 million. 

Mr. Sprincer. All right. 

Mr. Burss. And our net worth plus our borrowed capital was $498.4 
million. 

Mr. Sprincer. All right. 

Mr. Burks. In 1951 our profit was $52.8 million, and our net worth, 
plus borrowed capital, was $503.4 million. 

Mr. Sprincer. What did you figure in 1950 for rate of earning? 

Mr. Burs. 11.4 percent. 
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In 1951 the rate was 101% percent, and in 1952 we made $50.4 million. 

Mr. Sprincer. Fifty- -point what ? 

Mr. Burks. $504 million, and our net worth, plus borrowed capital, 
was $549.2 million. 

Mr. Sprincer. What was your rate of earning? 

Mr. Burks. 9.2 percent. 

Mr. Petxy. That is the profit after tax? 

Mr. Burks. Yes, sir; all of these figures are a profit after taxes, per- 
taining to profits. 

Mr. Sprincer. What relation are you to Socony? 

Mr. Burks. None, whatever, sir. Standard Oil Co. of New York 
and the Vacuum Oil Co., prior to the dissolution in 1911, were a part 
of the old Standard Oil Co. My company was formed in 1927 by the 
Standard Oil Co. of New Jersey, which was separated from the other 
two that we have mentioned, and a number of others, in 1911. 

Mr. Sprincer. There is no connection between the two? 

Mr. Burks. No, sir. 

Mr. Springer. Any interlocking directors? 

Mr. Burks. No, sir. 

Mr. Sprincer. Let me ask you this: Have you the figures for 1943 
and 1944? 

Mr. Burks. Yes, sir. 

Mr. Sprrncer. Would you give me those? 

Mr. Burks. In 1943 our profit was $18.5 million, our net worth » plus 
borrowed capital, was $360.4 million, and our percent return was 5.1 
percent. 

Mr. Sprrncer. What was it for 1944? 

Mr. Burks. Profit was $8.9 million, $321.1 million net worth plus 
borrowed capital, and percent return was 2.8. 

Mr. Sprrncer. You have risen from 1943 from 5.1 to last year 9.2, 
is that correct ? 

Mr. Burks. Yes, sir. 

Mr. Sprincer. You are taking declining profit, I take it, as your 
peak year, of 1950, was that your peak year? 

Mr: Burxs. That was our peak year. 

Mr. Sprincer. Was that bigger than 1948? 

Mr. Burks. Yes, sir. 

Mr. Sprtncer. I noticed Socony reports 13.1 percent in 1948. What 
do you report for that year? 

Mr. Bur«s. We have $13. 8 million profit, $459 million net worth 
plus borrowed capital, and 3 percent. 

Mr. Sprincer. You made 3 percent in 1948 ? 

Mr. Burks. We were thoroughly dissatisfied with what we were 
doing in the immediate postwar years. 

Mr. Sprrncer. Your best years, then, have been 1951, 1950, 1952, is 
that correct ¢ 

Mr. Burks. Yes, sir. Our best years have been 1950, 1951, and 
1952, and they are not good enough. We are still running behind. 
I mean running behind in this sense, that we are not making enough 
money to finance the capital investments which we have to make in 
order to keep up with the demand. 

Mr. Srrincer. Would you explain that again? 

Mr. Burks. Our business is one which has about a 5-percent rate 
of growth, and to keep up with the demand that our customers expect 
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us to supply, we have to make very large capital investments. In 
order to be in a financial position to make those capital investments, 
we just have to make more money than we'were making prior to 1950 
and than we are making now. 

Mr. Sperincer. Now Tet me ask you this: In 1951 you were worth 
$503 million, in 1952 you were worth $549 million. You have in- 
creased your net assets $46 million, is that correct ¢ 

Mr. Burks. Yes, sir. And we are making less money on them. 

Mr. Springer. You are making less on assets, but you have in- 
creased your assets which makes your assets how much more, $46 
million as against $500, or roughly 16 percent. Is that right? 

Mr. Burks. Our book value has gone up. 

Mr. Sprincer. Your book value is worth about 9 percent more, is 
it not? 

Mr. Burks. Yes, sir. 

Mr. Sprincer. Is that not right? 

Mr. Burxs. But you see, I would like to mention this, that during 
the last war years and the postwar years, through 1949, we went in 
debt to the extent of $124.5 million. In other ‘words, our earnings 
plus our depreciation were by no means adequate to take care of the 
expansion and the replacement of facilities which were required in 
order for us to meet our customers’ demands. 

Mr. Sprincer. When you estimate that $549 million you have taken 
depreciation off of that, have you not, Mr. Burks? 

Mr. Burks. Yes, sir. These are the net figures. 

Mr. Sprtncer. These are the figures of the net investment? 

Mr. Burks. Yes, sir. 

Mr. Springer. I have not seen any oil company coming in here yet, 
being my own banker, that could complain about what his financial 
situation has been. I think he has done excellent in the last 5 or 6 
years, and I must take the trend of industry generally that you have 
done very well. I think every man is worth his own bread. Who- 
ever he is, though, I am not kicking on that. I think this committee 
is certainly interested in knowing whether or not you are being fair 
with the public. 

I am certainly not one to say that you are, but I think that is the 
question. The more I get at these figures, I think your companies, 
and as I read these prospectuses or whatever they are, that come in, 
at the end of the year practically every president of every oil company 
thinks that the company is doing pretty good. At least they say so 
in their statement, and I think these figures back it up. I think every 
company that has been in here, the five companies that have testified 
thus far, are doing much better than they have done in previous years 
and their capital investment is going up. 

Let me ask you this: I don’t understand it, but everybody who comes 
in here has maintained to every member of this committee that has 
asked him, that you have nothing to do with the setting of prices. 

Mr. Burks. Gasoline prices, retail prices? 

Mr. Sperincer. Yes. 

Mr. Burks. No, sir; we don’t. 

Mr. Sprincer. You do not maintain that. I think that is sort of a 
fiction, and I would go ahead and admit that you do. I mean, I think 
you are sort of stretching it to the members of this committee by 
insisting that you are not. I do not know what it was on Long Island. 
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I came down this morning and I looked at four stations because I knew 
you were going to be here as a witness, and I thought I would ask you. 
The four stations were all the same. That is from one end of Wash- 
ington to the Capitol. From where I live, that is 834 miles. There 
was no chanze in gasoline. 

My understanding of the situation is that the major company or 
two in the area more or Jess set the price by the fact that they set a 
price, and everybody else competes with them. Is that not about it? 

Mr. Burks. No, sir; we don’t set a service-station price. We set a 
tank-wagon price which is the price at which the product is delivered 
to the service-station dealer. It is up to him to determine what price 
he is going to charge the public. We do not set the price that the 
service-station dealer sells for. You have quite a few ideas as to what 
is the proper difference between the tank-wagon price and the service- 
station price, as was demonstrated by the results of our survey around 
on Long Island. We made, also, a survey around Camden, thinking 
that the chairman would be interested in it, and we found the same 
kind of thing applied. 

Mr. Sprincer. Over what area did you make the survey around 
Camden ? 

Mr. Burks. I will tell you, sir. 

Mr. Sprrncer. All right. 

Mr. Burxs. I will tell you. We made the survey within the city, 
and then along Admiral Wilson Boulevard, and then around Burling- 
ton, Mount Holly, Palmyra, Pensauken; and then going toward the 
shore, Hadden Heights, Audubon, Berlin, New Jersey Routes 42 and 
43; and then along the Delaware River, Gloucester, Paulsboro, Wood- 
bury, and so forth. The reason we did that is because in New Jersey 
we have a single tank-wagon price, so the cost of gasoline there to all 
our dealers, at least, is the same. 

Mr. Sprincer. I will yield to Mr. Heselton. 

Mr. Hesevron. Please be sure to put that to the chairman, will you? 
I know for years he has been puzzled with the situation. 

The longer you serve on this committee, I think, Mr. Springer, the 
more difficult it will be for you to understand these economics. They 
pass far beyond anything you ever studied in college. There is an 
antitrust law and, of course, you will not be able to get a witness here 
to ever admit that they have anything whatever to do with prices. 

Mr. Sprrincer. You own an Esso station at Constitution and Second 
Avenues here, do you not? 

Mr. Burks. I don’t know, sir. Maybe we do. I simply don’t 
know. 

Mr. Srrrncer. I am pretty sure you own that, I do not think you 
lease it. I think that is your company. And the regular grade there 
sells at 28.8 and the premium at 30.8. Do you think there is any other 
Esso station that is going to sell at a different price in the Washington 
area? I have not made a survey of that, but I would wager you a 
good spring hat that they are the same every place in Washington. 

Mr. Burks. Well, sir, it did not turn out that way in Camden, and 
it did not turn out that way in Long Island. I might say I was sur- 
prised at the variation which was found to be the case. 

Mr. Sprincer. Let me say this to you: Sometimes it is true in Vir- 
ginia, when I ask you how far an area did that extend, it is true that 
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if you go outside of an area the price will change a penny or two. 
If you go over to Virginia on some days you will buy gasoline 
cheaper, and you only cross the river. But the point I am making 
is that in a particular area wherever you are, all the gasoline stations 
sell at the same price, do they not? 

Mr. Burks. Well, sir, that is what I would have thought would 
have been the case, until we made this survey. And for Camden and 
for the counties that I mentioned on Long Island, that was not the 
case, 

Mr. Sprincer. Well, I would say Long Island—what is Long Island, 
a hundred miles long? 

Mr. Burks. Yes, sir. But this is certain relatively restricted areas. 
It is Queens and Nassau Counties, Lynnbrook, Rockville Center, 
Hempstead, Garden City, Mineola, New Hyde Park, Floral Park, 
and Queens Village. 

Mr. Sprincer. That is quite an area in itself. You are going to get 
outside of an area there. I do not mean that you lock this off by 
States. 

Mr. Burks. No, sir; this is not too big an area. It is an area in 
which the same tank-wagon price applies to the service-station deal- 
ers, and they set different prices. 

Now, that is the point that we want to make, that these prices are 
set by the service-station dealers. They do it on the basis of their 
own judgment and what they figure is their competitive situation, and 
other factors which they take into account. We do not set them. 

Mr. Springer. Now let me say this to you: Actually, in the city 
of Champaign, Ill., and Urbana, where I live, which is two separate 
communities separated by the street, I have never known the price of 
gasoline to be any different in any station except when there was a 
war, and that lasted a couple of weeks. Then nobody knew what the 
price was going to be. But I have never known the price to be dif- 
ferent in one part of Champaign than in Urbana. When you go to 
Decatur, a distance of 40 miles away, you will find that the price of 
gasoline there often is not the same as in Champaign. 

Mr. Burks. I do not know the exact area covered, but I can find out 
just how many square miles we covered and how much in each direc- 
tion and will be glad to get it for you. 

Mr. Sprincer. Last week an admission that one of the gentlemen 
who testified here, and I think it was Socony, was this, that actually 
the sale price, as I recall it at the tank wagon was the same every place. 
But he admitted that they actually sent out a notice which was pub- 
lished in the newspaper the day before that at their stations they 
intended to raise the price for the next day. That is at their station. 
They only operated I think he said 60 stations. But I take it that 
every person who had a station leased from Socony got the word in 
time to get his gasoline raised by the next morning. I take it that 
that is the thing you engaged in, too. Don’t you do the same thing ? 

(Socony-Vacuum submitted the following information :) 

Mr. Springer stated it to be his recollection from previous testimony that 
Socony-Vacuum notified the dealers who sold its brand of gasoline a day before 
it intended to raise the price at company-operated retail stations. Mr. Springer 
may also have gotten the impression that the main reason why Socony-Vacuum 


operates some stations with its own employees is to establish a measure of control 
over retail prices charged by service-station dealers generally. 
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Any uncertainty which may exist as to the import of Mr. Willett’s testimony 
should be clarified. The notice which Socony-Vacuum gives to dealers before a 
gasoline price rise is put into effect refers only to the tank-wagon price of gas- 
oline. This is the price which we charge to dealers who purchase gasoline from 
us and they, of course, are entitled to be given prompt notice of any change. 

Socony-Vacuum and its affiliates operate only 42 stations throughout the 
United States. These stations are too few in number to have any price signifi- 
cance. A few illustrations will support this statement. In our New England 
division which is responsible for the marketing of gasoline in the States of 
Maine, New Hampshire, Massachusetts, and Rhode Island, we have only three 
training stations and these are located at such widely scattered points as West 
Newton, Mass.; Manchester, N. H., and Springfield, Mass. Two of the States 
covered by this division, namely, Maine and Rhode Island, have no training 
stations at all. In our Philadelphia division, which covers the District of 
Columbia and the States of North and South Carolina, Virginia, West Virginia, 
Maryland, Delaware, most of Pennsylvania, and part of New Jersey, there are 
only four training stations, again at widely separated points. In our White 
Star division which covers our marketing activities in Michigan and Ohio there 
is only one training station operated by our company. As has already been testi- 
fied, almost all of the 42 company-operated stations are for training purposes 
and experimental merchandising. Dealers and jobbers who want special training 
in station operation are given courses at these stations. Some of them are also 
used to try out ideas for salesmanship and operations so that suggestions we 
make to our dealers and jobbers can be pretested and therefore more likely to 
be helpful to these customers. 


Mr. Burks. We tell our service-station dealers; yes. 

Mr. Sprincer. You tell them actually you are going to raise in your 
own gasoline stations, 50 or 60 or whatever you run, do you not? 

Mr. Burss. We have a total of 23. As far as those which are used 
for training stations is concerned, we set our service-station price in 
line with what the dealers establish around us. 

Mr. Hate. Mr. Springer, it is 7 minutes past 12. The chairman 
wishes to reconvene the committee at 2. I think, unless you have 
something that is very pressing now, we had better suspend until 
2 o'clock, 

Mr. Sprincer. All right. I have about a half dozen more questions 
I wish to ask, but I can take them up at that time, Mr. Chairman. 

Mr. Hare. The committee will stand adjourned until 2 o’clock. 

(Whereupon, at 12:08 p. m. the committee was recessed, to recon- 
vene at 2 p. m. the same day.) 


AFTER RECESS 


(The hearing was resumed at 2 p. m.) 

Mr. Hesevron (presiding). The hearing will come to order, please. 

Unfortunately, the chairman and other members of this commit- 
tee were not reached this morning by the Rules Committee, and they 
are now before the Rules Committee on another bill coming out of 
this committee. He has asked that we go ahead so that you will be 
able to complete your testimony. 

I believe Mr. Springer was questioning you. 

Mr. Sprincer. Mr. Burks, do you have a copy of your lease agree- 
ment with your station operators with you? 

Mr. Burks. No, sir, I do not. 

Mr. Springer. Would you be willing to put one of your lease agree- 
ments, a blank copy, in the record so this committee would know what 
kind of agreement you have with your filling-station operators? 

Mr. Burxs. I would see no objection to that, sir. 
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Mr. Srrincer. You will do that then, will you? 
Mr. Burks. Yes, sir. 

Mr. Sprincer. May it be made a part of the record? 
Mr. Hesevton. That will be done. 

(It is as follows:) 


Agreement made this_.___--~- GT nn nentcians easy. ane Detmeen 
Esso Standard Oil Co., a Delaware corporation, having an office at--__.___----~- 
cxupstadahticitey tivands littl natalia , hereinafter called “Lessor”, and ......--.-.__..---_. 
ase Ee ee Wl 

Witnesseth : 

Lessor does hereby demise and lease unto Lessee and Lessee agrees to take 
all that lot, piece or parcel of land, situate in the town or city of._._...--___--__~~ 
6 Be Pe ee 5 SORE CE ici tik ek ete thnem einen , more fully des- 
cribed as follows: 


Together with all rights-of-way, easements, driveways and pavement, curb 
and street front privileges thereunto belonging and together with all the build- 
ings, improvements, and equipment thereon or connected therewith, including 
the following property: 





To hold the premises hereby demised unto the Lessee for a a period of 1 year 


beginning at 12 o’clock noon on the ~--~---------- SIT Tsainicter ceieetiineaasieatihnaet 
19____, and ending at 12 o’clock noon on the ------------___ NS chateecttomicinen 
copies edi , 19__-_, on the following terms and conditions: 


(1) Zeshee SG WE Une BOO WE TOs So ie et ond 
2) Itis understood and agreed th: it Lessor does not warrant, in any respect 
whatsoever, any equipment or personal property leased herein, or which may 
hereafter be installed upon the demised premises by Lessor, including, without 
limitation, the condition thereof or the fitness thereof for any purpose. 

(3) It is understood and agreed that if Lessor is not the owner of the premises 
herein demised, then the within lease and the estate created hereby are subject 
to all of the terms, provisions, and conditions of the lease or other arrangement 
under which Lessor holds the said premises, and if because of such lease or other 
arrangement under which Lessor holds the said premises, Lessor’s tenancy is 
canceled and terminated then the within lease shall be automatically terminated 
and canceled without further act of the parties hereto and without any liability 
on the part of Lessor. 

(4) Lessee agrees to make no unlawful or offensive use of the premises and 
to comply with all statutes, ordinances, rules, orders, regulations, and require- 
ments of Federal, State, and municipal governments, and administrative bodies; 
to pay the rent herein specified at the time when same is due; to make no assign- 
ment of this lease nor sublet the premises herein demised ; to make no additions 
or alterations to the structure of the buildings, improvements, or driveways 
without the written permission of Lessor; to make no repairs at the expense of 
Lessor without the written consent of Lessor; Lessor agrees, at its expense, to 
make all repairs to the premises and to the equipment owned by it included in 
this lease which Lessee notifies Lessor in writing are needed, provided, however, 
such repairs are necessary in Lessor’s opinion and are not caused by the negli- 
gence or misuse of Lessee. 

(5) Lessor will pay all real estate and personal property taxes on the real 
and personal property herein demised, and Lessee agrees to pay all other taxes, 
license fees, and charges necessary for the operation of Lessee’s business on said 
premises, including charges for water, gas, and electric current that may be 
consumed on said premises. 

(6) If said premises or any part thereof shall, during said term or previous 
thereto, be damaged by fire, and Lessor shall elect to repair the same, abatement 
will be made for the rent corresponding to the time during which and the extent 
to which the said premises may have ben untenantable, but if the building or 
buildings should be so damaged that Lessor shall decide not to rebuild, the term 
of this lease shall cease and the aggregate rent be paid up to the time of the fire. 

(7) Lessee agrees at the expiration or other termination of this lease to quit 
and surrender, peaceably and quietly to Lessor, its agent or attorney, the premises 
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and equipment herein leased in as good order and condition as they: now are, 
ordinary wear and tear, fire, and acts of God excepted, and. not to make or suffer 
any waste thereof, replacing or paying to Lessor the reasonable value of any 
damage to the premises or equipment caused by Lessee’s negligence or misuse. 

(8) It is agreed that if any rent shall be due and unpaid, or if default shall be 
made in any of the covenants herein contained, then it shall be lawful for Lessor 
without formal demand or notice of any kind to reenter said premises, remove 
all persons therefrom and terminate this lease. 

(9) Lessor covenants that Lessee on paying said rent and performing the 
ecvenants aforesaid shall and may peaceably and quietly have, hold, and enjoy 
the said leased property for the term aforesaid, subject to the provisions hereof. 

IN WITNESS WHEREOF, the parties hereto have caused this agreement to be 
properly executed in duplicate. 

Esso Stanparp Om Co. 


Lessor ) 
Si iieteatiiienenns thai ell Attia ain iain nt nibitin itacitaatea ena DE ocictienndnctlidinde 
(Witness) Division Manager 
tte, than) RESO eat) 2b To tat (Lessee) 


Mr. Sprincer. Mr. Burks, I understood you made a survey of the 
Camden and surrounding area. Are any of the stations which you 
have mentioned located on Admiral Wilson Boulevard ? 

Mr. Burs. Yes, sir. 

Mr. Springer. Would you tell me which one of those stations you 
have listed? 

Mr. Burks. There were four of our stations; that is, our dealers’ 
stations. 

Mr, Sprrncer. On Admiral Wilson Boulevard? 

Mr. Burxs, Yes, sir; and they posted the same price. 

Mr. Sprincer. What price was it? 

Mr. Burks. 26.9 cents a gallon. Now, brand A, there were 3 sta- 
tions; 2 had 26.9, and one had 25.9. 

Mr, Sprincer. One was 25.9? 

Mr. Burks. Yes, sir. 

Mr. Sprrncer. Now those were brand A stations? 

Mr. Burss. That is right. Now, brand B, we had 2 at 26.9, 

Mr. Sprincer. Brand B was what? 

Mr. Burks, There were 2 at 26.9; and brand C was 1 at 26.9, and 
brand D, 2 at 26.9; and then in all other categories we had 3 at 24.9. 

Mr. Springer. That is all other brands? 

Mr. Burks. That is right. 

Mr. Srrincer. Three at what price? 

Mr. Burs. 24.9. 

Mr. Sprrncer. Now, let me ask you: All other brands, does, that 
include what is known as the cut-rate group? 

Mr. Burks. Yes, sir. 

Mr. Sprrncer. Are those three in that? 

Mr. Burks. I do not know, sir. 

Mr. Springer. You do not know? 

Mr. Burxs. I would not be surprised if they were, but I do not 
know that they are. 

I have not finished on this. There was 1 at 25.9, and 2 at 26.9. 

Mr. Springer. These are all on Admiral Wilson Boulevard in 
Camden ? 

Mr. Burss. That is right. 

Mr. Srrincer. Now, of the standard A, B, C, and D—which I take 
it are the standard brands. 
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Mr. Burks. They are major competition. ] 
_Mr. Sprtncer. There was one that was selling a penny less; is that 


right? 

Mr. Burks. That is correct. There was more similarity there than 

any other place we examined. 
r. Springer. What is that? 

Mr. Burks.’ There was:‘more uniformity of price there than at any 
other area we examined. 

Mr. Serincer. In other words, 7 out of 8 maintained the same price 
on Admiral Wilson Boulevard, and 1 was different ? 

Mr. Burs. There were 12. 

Mr. Srrincer. I mean there are eight of the standard brands. 

Mr. Burks. If you include ours as standard brands, you. get 12. 

Mr. Sprincer. You have four; have you! 

Mr. Burss. Yes, sir. 

Mr. Sprincer. I see. That is 11 out of 12. 

Mr. Burks. We expected to find every one of them the same, Mr. 
Springer. 

Mr. Sprincer. Can you account for one of them selling at 25 cents? 

Mr. Burks. No, sir; I do not know why he was doing that. 

Mr. Sprincer. That is very uniform, though, do you not think, Mr. 
Burks? 

Mr. Burxs. That is on Admiral Wilson Boulevard; yes, sir. There 
are other areas there where you did not find such uniformity, where 
the same tank-wagon price applied in the Camden area. We have the 
same tank-wagon price throughout New Jersey. 

Mr. Sprincer. You have the same tank-wagon price throughout all 
of New Jersey? 

Mr. Burs. Yes, sir. 

Mr. Sprincer. What percentage in the State of New Jersey showed 
that they were selling at a different price than what you were selling 
at in your stations? 

Mr. Burks. I do not have any figures on that, sir. 

Mr. Sprincer. You do not have any? 

Mr. Burks. No, sir. 

Mr. Sprincer. Would you be willing to, from your survey, submit 
for the record when you have figured them up, whoever is going to 
do it, and submit for the record the percentage of stations in this 
survey in New Jersey that were of the same price and those that were 
of some other price? I am talking about only among the five majors, 
and I do not want the off-brands, because there are different factors 
involved in that, and I think I know what those are. 

Mr. Bur«s. Although in some of those “all others” there are some 
majors. 

Mr. Sprincer. Well, you submit those five majors, that is what 
I want to know, because I think that there you are hitting about 
what our investigation wants to know. Will you do the same thing 
and give us the percentage of those with the same prices in the other 
areas? 

Mr. Bourss. In the Long Island group, you mean? 

Mr. Sprtncer. Yes; those were the two surveys you made; in the 
Camden-Elizabeth area, that is one. 

Mr. Burks. In Camden and surrounding towns. 
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Mr. Sprincer. And in the Long Island area. 

Mr. Burxs. Yes; in Queens County and Nassau County. 

Mr. Springer. You will be willing to do that for the record and 
see it gets in to the clerk? 

Mr. Burss. Yes, sir. 

I might add one thing. We did get some data pertaining to Phila- 
delphia, too, but I have not quoted those figures yet, although they 
do show quite a substantial variation in price. The reason was that 
there is a different tax in Pennsylvania than there is in New Jersey, 
but they show the same kind of information. 

Mr. Sprincer. Would you submit that on the five majors that you 
have named here as yourself, A, B, C, and D? 

Mr. Burss. Yes, sir. 

(The information is as follows :) 
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Mr. Sprincer. You understand what I want? That is the per- 
centage of variation and the percentage of those that carried the same 
price. 

Mr. Burks. As I understand it, you want the total_number of 
stations that post each price which we found posted. 

Mr. Sprincer. Among the five major groups. 

Mr. Burks. Yes, sir. 

Mr. Sprrncer. And then I want to know the percentage of those 
that had different prices and the percentage of those that had the 
same price. 

Mr. Burks. We will add up the total stations and give you the 
percentage posting each price. 

May T be sure, Mr. Springer, that one answer which I gave you is 
understood? You asked a question in connection with the advice we 
gave our service-station dealers concerning price, and I said, “Yes, 
we did advise them of the price.” Now the price to which I referred 
in that statement was the price at which we billed gasoline to them. 
We never tell them at what. price they should sell gasoline because 
that is not within our jurisdiction. 

Mr. Sprincer. I understand that, but do not you make a_public 
announcement that you are going to raise the price of gasoline at 
your retail stations? 

Mr. Burks. No, sir; we indicate the increase in price which we 
will make at the tank-wagon level. 

Mr. Sprincer. Do not you make any statement that you are going 
to increase the price at your pumps in your own stations? 

Mr. Burs. We have only a few stations, 23 out of 24,600, and 
on those stations we price our gasoline at the prevailing price the 
dealers establish adjacent to those stations. 

Mr. Springer. You do not set any price yourself? 

Mr. Bourxs. No, sir; we do not set it. We let the others set it and 
we follow. 

Mr. Sprincer. Will you listen to this very carefully, because I 
think it is very important. In the adoption of each one of these 
price raises that you have made since January 1, 1953, did you 
adopt those in the belief that each and every one of those raises were 
good business practice? 

Mr. Burks. Yes, sir; we did. We feel that when we institute a 
change in price, it has to be based on the best judgment of all of the 
people in our company that are responsible for making such adjust- 
ments, and we use our business judgment as to what we should do. 

Mr. Sprrncer. Let me ask you this: Socony made a raise, as I recall 
from the testimony of the vice president, back in February or March 
of this year. Did you make a similar raise at that time? 

Mr. Burks. No, sir; we did not. 

Mr. Sprincer. When was the last raise that you made prior to this 
one in June? 

Mr. Burks. The last general gasoline price raise was in July of 
1950. 

Mr. Sprrncer. Did you make one in May of this year? 

Mr. Burxs. No, sir. 

Mr. Sprrneer. Mr. Chairman, just to refresh my recollection, did 
not some of the companies make raises in May ? 

Mr. Hesetron. I cannot recall; I think only one. 
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Mr. Sprincrr. Mr. Burks, when you answered my previous ques- 
tion, are you referring to the one in the latter part of June or the one 
in the first part of June? 

Mr. Burks. The first price change that we made of a general nature 
since July 1950 was the one that we made on June 11, 1953. Now, 
that was prior to the product price increases that we made to recover 
almost all of the effect of the crude-cost increase. 

Mr. Sprincer. You made two increases? 

Mr. Burxs. Yes, sir; in certain States. 

Mr. Sprincer. That was June 11 and about June 22? 

Mr. Burxs. That is correct. 

Mr. Sprrncer. Let me ask you, within 48 hours either way of those 
dates did other companies make similar raises? 

Mr. Burks. Socony-Vacuum announced on June 9 that effective 
June 10 it would increase the tank-wagon and tank-car gasoline prices 
in New York and New England. 

Mr. Sprincer. Did any other company announce within 48 hours 
either side of those dates that it would increase its tank-wagon 
prices ? 

Mr. Burks. On June 12 several majors did adjust their gasoline 
prices in New York and New England. 

Mr. Sprincer. Would you name those for the record that did with- 
in that 48-hour period? 

Mr. Bourss. Atlantic, Gulf, and Shell. 

Mr. Sprincer. Atlantic, Gulf, and Shell? 

Mr. Burks. Yes, sir. 

Mr. Sprincer. What about Sinclair? 

Mr. Burks. I do not seem to have the record as to when they did it. 

Mr. Sprincer. They did make a similar raise, though, or have made 
a similar raise within the last 6 weeks? 

Mr. Burks. To the best of my knowledge, yes, sir; as far as I know, 
all of the gasoline suppliers have increased their prices. 

Mr. Sprincer. What about Phillips? 

Mr. Burks. I do not think Phillips markets in New York and New 
England. 

Mr. Sprtncer. What about American Oil Co.? 

Mr. Burxs. To the best of my knowledge, sir, they increased their 
prices, too, and I do not have any specific record of that as to when; 
but I am quite sure they did. In other words, if they had not, I would 
have heard about it, because that would have been major competition 
which would have tended to prevent the price increases from being 
maintained. 

Mr. Sprrnoer. Will you state, if you know, the name of the com- 
pany that first made the raise? 

Mr. Burks. Socony-Vacuum. 

Mr. Sprincer. On June 9? 

Mr. Burks. The first one we knew about was effective June 10 and 
they announced it June 9. 

Mr. Sprtncer. And on what date did you make your raise? 

Mr. Burxs. June 11. 

Mr. Sprtncer. Did you have any previous knowledge that Socony 
was going to make that raise? 

Mr. Burks. No, sir. 
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Mr. Srrincer. Can you speak for your company and say it had 
no knowledge that Socony was going to make itt 

Ae Burks. To the best of my knowledge, it had no knowledge of 
that. 

Mr. Sprincer. Did your company make this raise to more or less 
—< in line with what Socony was doing? 

r. Burxs. As I explained in my prepared statement, we had been 
studying this situation, and we had been talking it over with our divi- 
sion managers, and we had decided, almost decided I would say, 
what we would like to do. 

Mr. Sprrncer. This merely implemented you and sort of moved you 
along in the frame of mind of making a raise? 

Mr. Burks. Well, that indicated that somebody else, some other 
company, had analyzed the basic conditions and arrived at essentially 
the same conclusion that we had. 

Mr. Sprincer. Would you say that in the area where these raises 
were made, in New York, New Jersey, and New England, that Socony 
is the pace setter ? 

Mr. Burks. Socony is the leading marketer in New York and New 
England. New Jersey prices were not changed at that time. 

Mr. Sprrncer. In the past have most of the companies in that area 
followed Socony prices up and down? 

Mr. Burxs. Well, sir, you had variations; and sometimes yes and 
sometimes no. We did not follow them in February when they in- 
creased, because we did not think the timing was right for it. 

Mr. Sprincer. When Socony made that raise in February, did they 
raise the price on oil and gasoline at their stations? 

Mr. Burks. They raised or announced an increase in price in their 
tank-wagon prices. As Mr. Willetts testified, they are in a quite sim- 
ilar position to ourselves, and they operate very few stations as I re- 
saliied his testimony. 

Mr. Sprincer. Do you know whether or not they raised their sta- 
tion prices when they put that tank-wagon price on? 

Mr. Burxs. You mean whether the dealers raised their service- 
station prices? 

Mr. Sprrncer. Whether they raised them at their stations at their 
own pumps, the 50 to 60 stations that they owned ? 

Mr. Burxs. That I do not know, sir. 

Mr. Sprincer. Now, according to your statement, Mr. Burks, on 
page 2, and I quote from that, in paragraph 4: 

Our total wage and salary costs were $153 million during 1950, and were 
some $196 million during 1952. This represents an increase of 28 percent. Our 
rates of pay on June 1 of this year were nearly 20 percent higher than 1950. 
Our tanker transportation costs for moving crude and products from the gulf 
to the eastern coast terminal was 15 percent higher than in 1950. Refinery 
construction costs have increased 22 percent. 

That is about an average, as I take it, around in the neighborhood 
of 23 to 24 percent increase in your costs from 1950 through 1952. 
Have you made any examination of the cost-of-living indexes by the 
Department of Labor to determine whether or not that approximated 
the increase in the cost of living generally during that 2-year period ? 

Mr. Burks. I have looked at those figures, Mr. Springer, and I do 
not recall them right now. I would think that in general the increases 
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in wages and wage rates were higher than the increase in the cost of 
living. 

Mr. Springer. That wages were higher? 

Mr. Burks. The increase in wages was a greater percentage in- 
crease than the increase in the cost of living. 

Mr. Sprincer. Now, was the increase in the cost, or I should say 
the increase in the price of your product during that time equal to 
this increase in costs which you have encountered during that same 
period of time? 

Mr. Burks. You mean did we exactly offset the increase in cost 
with the increase in the price? 

Mr. Sprineer. I want you to approximate that if you can. 

Mr. Burks. Well, sir, that is a difficult question to answer. You 
see, as I pointed out, our earnings had decreased $6.5 million from 
1950 to 1952. 

Mr. Sprincer. Your last increase was in June of 1950? 

Mr .Burks. Yes, sir. 

Mr. Sprincer. And what was that? 

Mr. Burxs. What was the amount of it? 

Mr. Sprincer. Yes. 

Mr. Burgs. I do not recall, Mr. Springer. 

Mr. Srrincer. You do not remember what your increase was at 
that time? 

Mr. Burks. I do not remember what the increase in gasoline price 
was. 

Mr. Springer. When was the last increase before 1950? 

Mr. Burxs. I do not know, sir. 

Mr. Sprrncer. You do not know when the last increase was? 

Mr. Burks. I could find it out, but I do not have that information 
with me. 

Mr. Sprincer. Now, just one further thing: You have increased 
approximately 24 percent in your cost of doing business, I take it; 
that is what you are trying to say in this paragraph. Is that right? 

Mr. Burks. Well, these particular items. Now, you appreciate that 
crude cost is a major item of cost with us. 

Mr. Springer. You increased that 25 cents a barrel. 

Mr Borss. No, sir, that had not happened up to this time. 

Mr. Sprincer. You mean up to 1950? 

Mr. Burxs No, sir, it had not happened from 1950 until June 10 
when we were considering making these gasoline price changes. 

Mr. Sprrncer. You made a 25-percent increase on the sale price 
of crude oil; that is your offer, is not that right? 

Mr. Burks. No, sir, it averages about a little over 25 cents a barrel. 

Mr. Sprincer. It is 15 to 35 depending upon the quality ? 

Mr. Burxs. 10 to 35, it is. 

Mr. Sprincer. So you are somewhere between 20 and 25 cents, and 
it is selling at what now, and how much? 

Mr. Burks. That is the crude rice; it depends upon the grade of 
crude; east Texas, at the well, as f remember the figure, is $2.90. 

Mr. Springer. What is your other figure? 

Mr. Burks. If you want crude prices at the well, I do not know 
whether I have those or not. I may have a list of those. 

I will supply those for the record. 
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(The information is as follows:) 


Well prices for typical domestic crudes purchased by Esso Standard Oil Co. 








| Price at 
Grade | State pent well $/bbl. 
| ™ (42 gallons) 

ntibiictaatiti ili stent | 

Fouke se ~as-+--+-2+-+-| Arkansas 30 | $2. 60 
Magnolia-Limestone |.....@0 aot 38 2. 86 
Lisbon- Pettit si North Louisiana 35 2.70 
Haynesville_... ‘ 4 i. .do = a 39 2.88 
Saline Lake Central Louisiana | 39 2.93 
Hemphill and Nebo.___. ve Weer a 39 | 2.98 
ou ” do ; 30 | 2.85 
Delhi ‘. : siddhiekea | East Louisiana. . ; 40 2.95 
Lake St. John ‘ do s | 40 3.00 
Delta Farms e | South Louisiana ‘ 37 299 
Oburch Hill. -- . Central Mississippi. 40 | 2 95 
La Grange ’ do 4). | 3.00 
Brookhaven a il acacia 38 | 2. 96 
Yellow Creek : ; Mississippi (heavy crude).. -| 19 1.91 
Sweden __. Texas | 40 3. 10 
Heavy Refugio a 23 2. 86 
Hawkins ee a i 26 | 2. 19 





West Texas Gre “Vee id 31 | 2. 59 





Mr. Sprincer. Actually, your increase for the price of crude has 
been in the neighborhood of 15 percent; is not that right? 

Mr. Burxs. Between 10 and 15 percent; yes, sir. 

Mr. Sprincer. ‘That is between 10 and 15 percent? 

Mr. Burks. Well, on the lower-priced crudes, where we increased 
10 cents a barrel, that is not as much as 15 percent. 

Mr. Sprincer. Well, now, take your increases of the two in this year, 
they have amounted to how much? That is your two increases in June 
of 1953. They have amounted to how much in dollars and. cents? 

Mr. Burks. You mean our two increases in the price of gasoline? 

Mr. Sprincer. That is right; per gallon? 

Mr. Burks. Per gallon of gasoline, you mean? On the. average it 
has been about a cent and a quarter. 

Mr. Sprincer. For each raise? 

Mr. Burks. No, sir; that is the average of the 2, the sum of the 2. 

Mr. Sprincer. That is a cent and a quarter? 

Mr. Burgs. Yes; our first raise averaged forty-five one-hundredths 
of a cent per gallon in the area in which we marketed. When TI say the 
first raise, I mean the one carried through the whole territory.in which 
we marketed, 

Mr. Sprincer, Now, a cent and a quarter figures out, does.it not, at 
roughly about an increase of 4 percent? 

Mr. Burks. On what price, on what base price? Theservice-station 
price or what? 

Mr. Sprincer. How much is the increase of 114 cents? How much 
of a percent of an increase is 1144 cents? Now, base that without. tax, 
Mr. Burks. 

Mr. Burks. Now, I can tell you our tank-wagon price in New Jersey 
today, ex tax, is 15.9 cents. Now, in New Jersey we went up 1,3 cents 
in 2 raises, so that leaves prior to any increase 14.6 ex tax. It is 1.3 
divided by 14.6; the figure that you are after, sir. 

Mr. Sprincer. I want to confirm this with the staff, and I want, to 
get this in the record, and that is the reason I am taking the time. 
Would you concede, Mr. Burks, that that is 8-percent increase? 
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Mr. Burxs. It is approximately that. 

Mr. Sprinewr. You may figure it if you wish. 

Mr. Bur«s. That is nearer 9 percent; it is between 8 and 9 percent. 

Mr. Sprincer. You are willing to concede that the increase percent- 
agewise at tank wagon, without taxes, is between 8 and 9 percent in 
this area? 

Mr. Burxs. Yes, sir. 

Mr. Sprincer. Now, your justification—and I am trying to see if 
this is correct, and I am trying to get your position—is that due to the 
fact that you believe you have had increases in costs, both primary and 
ultimate, of about 24 percent, that you are justified in inereasing the 
price of your product between 8 and 9 percent? 

Mr. Burks. No, sir; it is not quite that. 

Mr. Serincer. Would you just make your explanation ? 

Mr. Burks. The reason I say that is because as of that time, crude 
had not inereased in price, and crude is the major part of our cost at 
the refinery. So there had not been an increase in our overall cost of 
products of 24 percent. 

Mr. Springer. Do you have an opinion as to what your overall cost 
in the price of your product was? 

Mr. Burss. No, sir; I have not worked that up. 

But, Mr. Springer, we desired not only to recover the additional 
costs which we had incurred but to increase our profit position. You 
see, we would do that by increasing the price, and we would recover 
a part of the costs or all of the costs, and then maybe we would get 
some more, You see, we were not at all satisfied with our rate of 
earnings and, therefore, we did not go through that specific calculation 
to see exactly what percent our costs had been increased. 

We knew that if we increased prices to the extent that this forty- 
five one-hundredths of a cent would go, our income would be increased 
about $13.5 million, and a half of that is around $6.5 million after 
taxes. That is the reason I took half of it. 

Mr. Sprincer, You were then putting yourself back in about the 
situation you were 2 years ago? 

Mr. Burks. That is right; and today we have a much bigger invest- 
ment, and this year we are adding to our investment more than we 
have any year of the past four. 

Mr. Sprrivcer. Now, just one further line of questioning, Mr. Burks, 
and then I am through. 

In your calculations when you made this price increase, did you 
intend to split any part of this increased cost with the filling-station 
operator ¢ 

Mr. Burks. No, sir; this was an increase in our tank-wagon price, 
which is the price at which we contemplated charging our gasoline 
to the service-station dealer. There was nothing in any price increase 
we made for him at all. He is capable and does set his own selling 
price, and he can vary his margin to the extent that his competition 
will let him do it. 

Now, in different areas, there was different reaction to this. Our 
service-station dealers in New England, as near as we can obtain the 
information, either increased not at all or up to about three-tenths of 
a cent a gallon, their margin. In New York you have quite a vari- 
ation. Some went up a quarter of a cent, and some went up half a 
cent in their margins, 
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And in New Jersey we estimate that roughly 45 percent of the 
dealers increased their margins two-tenths of a cent, and 55 percent 
made no increase in margins. In Pennsylvania we figured that the 
service-station dealers increased their margin perhaps six-tenths of 
a cent. In West Virginia it was two-tenths of a cent. In Virginia 
it was approximately seven-tenths of a cent. So you see you have all 
a ef teachin among the service-station dealers as to what they 

0. 

Mr. Sprtncer. How much did you increase yours at your stations? 

Mr. Burss. Well, sir, I do not have the records on each of those 
stations, and I would be glad to get the information for you. 

Mr. Sprincer. All right; would you do that and furnish it? 

Mr. Borss. I will be glad to. 

(The information is as follows:) 


Increases in selling prices of Esso gasoline at company owned and operated 
service stations in June and July 1953 
E = 
Increase in company’s 
tank-wagon price to 
dealers 


Increase in service- 
station price 
Station location 


Date Amount Date Amount 


| 


Cents Cents 
Maine Turnpike (dual station) d 0. June 


July 
MA TE, BEE ode cnte tiga <> 


June 
Pennsylvania Turnpike stations (11 stations) _........-- 


S 


. re os . 
CSCOKBSBQOOnroowae-~i 


June 
June 
June 
June 
June 
June 
June 
June 
June 
July 
Charlotte, N. C_...-. June 
Columbia, 8. C June 25 
Memphis, Tenn -8 | June 24 


ee 


Baltimore, Md. (2 stations) 
Washington, D. C 
Richmond, Va 
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Mr. Sprincer. Did you increase it uniformly across the board? 

Mr. Burks. That I do not know, sir. 

Mr. Sprincer. I believe that is all, Mr. Chairman. 

Mr. Hesevton. Mr. Bush, do you have any questions? 

Mr. Busu. Mr. Burks, I believe you stated that you have 24,600 
stations selling your product. 

Mr. Burks. Yes, sir. 

Mr. Busu. How many of those stations do you own outright? 

Mr. Burks. Well, sir, I do not know offhand, and I am sorry I do 
not have that information available, and it is not too big a percentage. 
I will be glad to get that information for you and supply the committee 
with that. 

Mr. Busu. Well, these stations that you own and operate, or that 
you lease, do you charge so much per month in dollars or is it based 
on a gallonage rental? 

Mr. Burks. Well, sir, I imagine that you have all kinds of varia- 
tions, and it depends upon the deal which you make with the service- 
station operator. I cannot tell you all of the ramifications of those 
lease deals. 
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There is another thing, too, I would like to say, sir, and that is 
that there are a lot of stations, a very large number of stations, 
that sell our products that we neither own nor lease nor lease from 
another party and lease to the dealer. In other words, there are a 
lot of independent businessmen who own their own stations and they 
buy products from us and sell them through their own stations. 

Mr. Busu. I am sure that that is true. But the number of stations 
that you own, you say the smaller percentage are the ones that are 
operated selling your gasoline ? 

Mr. Burks. I gave you the total number. 

Mr. Busu. Yes, I know that, and could you furnish for the record 
how many that you own and lease ¢ 

Mr. Burxs. Will I furnish for the record the number of stations 
that we own? 

Mr. Busu. And lease to the service-station dealers? 

Mr. Burks. Yes, sir; I will dothat. I will be glad todo that. I am 
sorry I do not have the information with me. 

(The information is as follows:) 

Number of company-owned stations leased to dealers: 2,482. 


Mr. Busu. Has not it been generally the practice that there is about 
a 4-cent margin between tank wagon and retail? I mean, not just 
now but that has existed from the time of 20 years back or 30 years 
back ¢ 

Mr. Burks. That has been increasing, and I think the last figure 
I remember is about 514 cents. We can go to Admiral Wilson Boule- 
vard, since we seem to have a fairly steady price there among the 
majors, and that was 26.9, and our tank wagon price is 20.9, so that 
allows for a 6-cent spread. It used to be 4 cents some years ago, 
but that has gone up with the decrease in the purchasing power of the 
dollar. 

Mr. Busu. Well, there seems to be a general feeling that because of 
these major companies, at least the public feels that they own a great 
many of these stations in our Nation. And because they do own them 
and operate them, they control the price. Now, that seems to be the 
opinion and that was the reason I was asking those questions. I 
wanted to find out how many stations you really do operate your- 
self. 

Now, the stations that you do lease, is it not a fact that because 
of fear that they will lose their contracts or because of some other 
factors that enter into it, that we probably will not be able to find out 
what it is, these people are subjected, if they sell your gasoline or 
B gas or C gas, they pretty near must sell it at a certain price? 

Mr. Burks. We do not establish that price, sir. 

Mr. Busn. Well, I appreciate that. I have heard that many, many 
times here, that you do not establish that price. I can appreciate 
why you do not. I know why you do not do that. But, neverthe- 
less, it does seem something that is very uniform throughout our 
Nation. Now, certainly the companies must have some policy of 
setting it up. 

You want good operators. You want a man that will do a good 
job to sell your product, and you must give him some kind of en- 
couragement there, and by doing that you must tell him about what 
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he must have, the margin he must have, in order for him to stay 
in business. 

You say that you have 23 stations that operate as training sta- 
tions. ell, those training stations must be for the fact that you 
find out there just about how much money or how much margin they 
must have to operate a good station, one that will be profitable and 
one that can give good service to the public; is not that right? 

Mr. Burks. Well, sir, we may have our own ideas as to what we 
would need if we were going to operate the station, and that might 
be something higher than the dealer has in mind, because we have 
expenses that perhaps he does not have, but he sets the price at which 
he sells his product. He takes into account all of the factors that 
affect him. 

Mr. Busu. I am sure that that is true, and now suppose he cut 
his price down to where he was not going to be able to pay his rent 
to you. I do not know if that is on a monetary cash basis or on a 
gallonage basis. 

Mr. Burks. We will furnish that information, sir. 

Mr. Busx. And suppose he has not made enough money to pay 
his rent ; you would not want that kind of a dealer. 

Mr. Burks. We would not think he would be a very good business- 
man unless he had to do a thing like that to meet competition which 
might oecur. We have these price wars, sir. 

Mr, Busx. You encourage him to keep in line with what the going 
prices are? 

Mr. Burks. No, sir; I would not say we encourage him to do 
that. 

Mr. Busu. Maybe you do not, but your salesmen that contact these 
people, they do. I happen to know something about this, Mr. Burks, 
and that is the reason I am pressing this a little bit. I happen to 
buy 30,000 gallons of gasoline a month myself, and we consume it 
ourselves, and I do know these salesmen come around—A man, B 
man, and C man—and they really do put pressure on you and try 
to keep you in line. 

Mr. Bourxs. If our employees are putting pressure on the dealer 
to post a certain price, then they are not acting in accordance with 
instructions they get from headquarters ; I can say that. 

Mr. Busu. That is all, Mr. Chairman. 

Mr. Burks. There is one figure, sir, I may be able to give you 
now. The total number of company-owned service stations is 2,533, 
and of those we operate 23 of them. ‘About half of those are training 
stations; the others are like those on the Pennsylvania Turnpike, 
where we have a contract with the Pennsylvania Turnpike Com- 
a to operate those stations ourselves. That is wii we are 
there. 

Mr. Heseiton. Will you yield on that point? 

Mr. Busu. I yield. 

Mr. Hesevron. Do not you operate stations on some of the park- 
ways around New York City? 

Mr. Burks. No, sir, not that I know of. We do not have the New 
Jersey Turnpike, and we do not have the Merritt Parkway. 

Mr. Heserron. You do not have it on the Merritt Parkway ? 
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Mr. Bours. No, sir, one of our companies, Kesbec, does have some 
stations on the roads connecting the Henry Hudson Parkway to the 
Hutchinson River Parkway. 

Mr. Heserton. You have none on the Maine Turnpike? 

Mr. Burks. We have a station on the Maine Turnpike. 

Mr. Hesevron. Is that company owned? 

Mr. Burks. I do not know whether that is or not; I do not know 
just how that is operated. 

Mr. Heseiron. Thank you, Mr. Burks. 

Mr. Busu. You are not able to state here for the record today on 
the rental of these stations? I wish I could get that from you. 

Mr. Burks We will give it to you, sir. 

Mr. Busu. Whether it is on a gallonage or percentage of business 
done, or what it is. 

Mr. Burks. We will give you that information; I think it will 
probably vary from case to case. 

Mr. Busu. Well, if we could have it say for New Jersey and Penn- 
sylvania and the New England States, and Massachusetts, those areas. 

Mr. Burks. My adviser says that there is a great variety in these 
service station dealer contracts, from flat rent to so much per gallon 
and sometimes a combination of the two. I suspected that was the 
case. 

Mr. Busu. I am inclined to agree with you that it is one of those 
things that is worked out that way. 

Mr. Burks. We will get that information for you. 

(The information follows:) 


Rental basis for company-owned service stations leased to dealers in indicated 
areas 


; 7 | Number on 
Number on| Number on; gallonage 


Number on straight | gallonage | with fixed 





at rented | gallonage | with fixed | minimum 
. basis minimum } and maxi- 

} | | mum 

| } 

Massachusetts. _. | 104 | SS 5 
Remainder of northeast 71 | | 96 3 
New Jersey. -.. ; | 318 | 1 | 35 5 
Pennsylvania | 8 


cai sacmansian 24 


Mr. Hesexton. Is that all? 

Before I ask some questions the chairman wants me to ask in his 
behalf, I would like to call your attention to a statement that I under- 
stand Mr. Otis Ellis, to whom I referred earlier, as the general counsel 
of the National Oil Jobbers Council, made. 

In fairness to him, I think I should say the article itself indicates 
that he had been invited to testify before this committee. He asked 
for a delay because of a lack of concrete information that would en- 
able us to make definite and positive conclusions. He felt the situa- 
tion has not jelled. He had this to say earlier, and from its contents 
I assume it was after the price increase: 

The whole situation is enough to make an economist throw his textbooks out 


of the window. Here we sit with excess stocks of crude oil and according to 
some, the country is being further flooded with imported crude. Yet, in the 
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face of such a situation, this overly abundant commodity is made the subject 
of a price increase. 

The situation on products stocks is comparable, and yet by some strange man- 
ner, contrary to normal economics, the price increases of these two products 
go into effect. 

I hope Mr. Ellis will feel that the testimony that has come in so far 
will make it possible to give us the benefit of his final conclusions, but 
I did want that in the record at this point. 

Now, I have also before me a tabulation based on an Oklahoma 
(group 3) tank-car prices, intended to show how crude hikes changed 
product prices in 1946 and 1947. The first crude price increase was 
April 1, 1946, up 10 cents to $1.27; and July 25, up to $1.52; and 
November 13, up to $1.62; and March 10, 1947, up to $1.87; and 
October 15, 1947, up to $2.07; and December 6 of that same year, up 
50 cents to $2.57. And in the same period, while they do not, as { 
understand it, in each instance go up, the price of regular gasoline 
started off at 5 and wound up at 10; and the price of kerosene started 
off at 4.875 and wound up at 9.875; and No. 2 fuel started off at 4.125 
and wound up at 9.25. 

No. 6 fuel started off at 1.11 and wound up at $2.75. So that in that 
period, with these 6 crude oil price increases, the product increase was 
a little over 100 percent. The product increase followed at about 
100 percent in each instance. 

Now, with that in mind, No. 1, do you anticipate further price in- 
creases ¢ 

Mr. Burks. You mean product price increases ¢ 

Mr. Hese.ron. Product price increases, yes. 

Mr. Burss. I will say this, Mr. Heselton, that we have not re- 
covered in product prices the effect of the crude price increase in- 
curred. Iam speaking of the last one. 

Now, prior to that, we were endeavoring to improve our earnings 

icture, and we are very much dissatisfied with the results so far. 
Naturally we will be endeavoring to find some way to certainly not lose 
money as a result of the increase in crude price and the subsequent 
increase in product prices. 

Mr. Hesettron. Well, am I to understand by that, because you have 
not recaptured what you say are the increased costs, although you 
cannot give us the amount of the increased costs—and that, of course, 
leaves us in a rather uncertain position—we can probably anticipate 
there will be further price increases ? 

Mr. Burks. I think that is a reasonable speculation, and I do not 
know just when the market will stand it. But certainly speaking for 
my company, we are not making the money we need to make to carry 
on our job. We feel our primary responsibility is to supply products 
to our customers when they need it. 

Mr. Heseiron. And you say that you feel that that is your pri- 
mary responsibility? Where do you place your responsibility to the 
ultimate consumer of your product in terms of price? Is that sub- 
ordinate to your so-called primary responsibility! 

Mr. Burgs. I should have said, also, at reasonable prices. 

Mr. Hesexton. At reasonable prices? 

Mr. Burks. Yes, and we think that when our raw material costs 
go up, we have no alternative but to recover that unless prior to that 








oe BR yb ated 


sate ed: 


tian 


be 


CS 





PETROLEUM STUDY 429 


time we are making excessive earnings; and that certainly was not the 
case in our company. 

Mr. Hesexron. Well, is it fair to say that you feel that until you 
reach the earnings position you had in 1950, you do not anticipate that 
there will be any cessation of price increases? 

Mr. Burks. I would say this, sir, that as long as we are having each 
year to spend very large sums of money in order to keep up with the 
demand, that we are going to do everything we can to get a reasonable 
return on that investment, and to put ourselves in a position to replace 
our facilities and to expand our facilities as our consumers’ demand 
indicates we need to do. 

Mr. Hesevron. Even though that has resulted, unless there is some 
change, in adding half a billion dollars to the cost of living in this 
country, as of now? Would not that deter you? And I do not mean 
you —— but would not that deter your company from adding 
another half billion dollars or another billion dollars, so long as you 
had not reached the desired earning capacity ? 

Mr. Burks. No, sir; the half billion lio was equivalent to 25 
cents a barrel of crude. 

Mr. Hesetton. That is right. 

Mr. Burks. Now, we have not gotten that yet, and we endeavored to 

ass on that crude price increase in as equitable a manner as we could. 
7 our best judgment, we did that. That did not hold up, because 
other people were willing to sell distillate oils for less. Now, we are 
in a position where we have not recovered that cost, and over the long 
period, the cost of a product has to determine its price. 

Mr. Heseuiron. In terms of where you passed it on, there are some 
interesting comments in this same issue of the National Petroleum 
News from the east coast. This is from an association release, the 
Pennsylvania Petroleum Association : 

The big increases in prices of gasoline, fuel oil, and kerosene announced this 
week in Pennsylvania by the producing and refining companies, because of in- 
creased operating costs, are being passed on to the public mainly through various 
independent marketers or jobbers. None of these, based on the best available in- 
formation, have received any distributing benefits, in spite of the fact that their 
own costs of operation have continued to mount month after month. 

New Jersey Gasoline Retailers Association said the situation in 
New Jersey is “a total mess.” In Massachusetts a jobber said: 

The heating-oil increase is justified to some extent, but the gasoline increase 
knocked us for a loop. We are now operating on 10 points less margin than 
we did last summer and in some areas 20 points less than last year. We have 
had no margin increase, nor do we expect to get any. 

A jobber in Portland, Maine, said he takes a “very dim view of 
the whole situation, and the general public reaction is not good 
either.” 

Grumbling in and around Philadelphia: 

Philadelphia motorists did not take kindly to the two price increases, coming 
only a week apart. “They grumbled that we ganged up on them,” reported one 
jobber. “Everybody’s in a defensive mood and it’s done a lot of damage.” 

That is not a comprehensive survey, but I do not think it is a slanted 
one, and I think it is an objective piece of reporting and an effort 
to find out what the reaction was. I must say that I do not think 
that the explanations that have been given are likely to satisfy that 
reaction. 
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These are questions that Mr. Wolverton wanted to ask you, and 
I may have to revise it a bit in terms of explaining for the 
that he is asking questions, and I am not, but I want to ask these 
questions one by one. He requested me to do so. 

Incidentally, some of this may be, in part, repetitious, but I think 
that you can give a brief answer wherever there is repetition. 

Mr. Burks, will you give for the record the final distribution as 
among dealers, jobbers, and refiners, of the two price increases in 
product which you put into effect last June? 

Mr. Burxs. I do not know that I quite understand that question. 
Would you mind repeating that, Mr. Heselton ? 

Mr. Hesexron. Well, I assume what is meant is that as far as refiners 
at one stage, and as far as jobbers at a second stage, and as far as 
dealers at the third stage, are concerned, each of them following your 
price increases, posted increases, average increases. Now, what is 
wanted for the record is to find out what the distribution of the 
increase was among those three categories. 

Mr. Burxs. Well, our increases in price to the dealers were all for 
their account. In other words, we increased our gasoline price to 
our dealers by the amount of the increase we announced. 

Mr. Hesevron. Let us go at it another way and see if we can get it. 

How much on the average did the refiners’ charge go up, after 
your total increase ? 

Mr. Burxs. After our total increases, you mean ? 

Mr. Hesexton. Yes. 

Mr. Bur«s. The refiners, as far as our company is concerned, 
received essentially all of the second price increase. They increased 
the price of gasoline at the wholesale level seventy-five one-hundredths 
of a cent, or three-quarters of a cent a gallon. They increased distil- 
late prices five-eighths of a cent a gallon, and they increased residual 
fuel oil prices in the United States Gulf 25 cents a barrel. Along 
the eastern seaboard, it was 15 cents a barrel. 

Mr. Hesetron. What about the jobbers? 

Mr. Burxs. As far as the jobbers are concerned, the gasoline job- 
bers, we have adjusted the prices at which we sell to a number of our 
jobbers so that they have an increased margin. In other cases we 
have not made any adjustments. 

Mr. Hesevron. Were there more cases where there were adjust- 
ments than those where there were not ? 

Mr. Burks. No, sir; the number of cases where there were adjust- 
ments was less than the number of cases where they have so far not 
been made. 

Mr. Hesevron. Can you make any rough estimate of the percentages 
of those who received no adjustment as against those who did? 

Mr. Burss. I think so far it is approximately one-quarter of our 
jobbers that have received adjustments and about three-quarters have 
not. 

Mr. Heserron. And then as to the dealers, except for your company- 
owned stations, if I understand it correctly, you still insist that they 
are independent businessmen who fix their own prices at what in 
their judgment is the proper level. 

Mr. Burks. Yes, sir. Now, as faras the distributors are concerned, 
they are, too; but, of course, if they have to compete with us when we 
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are selling to a dealer or if they are competing with another major 
selling to a dealer, why, I would doubt that they could very long get 
more than the major’s price. 

Mr. Hesenron. You have been with the company a number of years, 
I understand. 

Mr. Burss. Yes, sir. 

Mr. Hesenron. In your experience, have you ever known any dealer 
to hold out for any length of time where there has been an increase 
posted before he went up himself? 

Mr. Burks. I do not know about that, Mr. Heselton. I did not have 
my experience in the marketing department. 

‘Mr. Heseiron. All right. Now, this next question is in three parts, 
and perhaps I had better read it all and then let you break it down as 
you choose. 

Who absorbs your reduction of three-tenths of a cent per gallon in 
distillates—the dealer, the jobber, or the refiner, or all of them? 
Where does this leave the person who absorbs it; that is, where is his 
margin as compared with what it was before you made any of these 
increases in June? 

Mr. Burks. The decrease in our prices was °5o9 of a cent a gallon 
at the wholesale level and %» of a cent a galtoes at the retail level. 
The refiner absorbs the whole 35 points. There was an increase of 
5499 of a cent a gallon for the retailer. 

Mr. Hesevron. When you say “retailer,” you mean the jobber and 
the dealer? 

Mr. Burks. In the case of distillates, I think we called them jobbers 
or peddlers, or they are different categories. 

Mr. Heseuron. This is the third question; I think you have par- 
tially answered this, but will you concisely repeat your answer? It 
is also very interesting to our chairman to note that on July 2, the 
day after these hearings commenced, you reduced your prices on dis- 
tillates. Will you again tell us why? On page 6 of your prepared 
statement you say: 

It is interesting to note that our increase in prices of kerosene and domestic 
heating oil and diesel fuel lasted exactly 10 days. On Thursday of last week, 
July 2, after reviewing the competitive market situation, we reduced our prices 
for these products by amounts averaging from %o of a cent to *oo of a cent. 

Mr. Burks. The reason we did that was because of competition. 
Some of our competitors were willing to sell heating oils at below the 
price we had posted. We did not want to lose a substantial part of 
our distillate business, and so we reduced our price to be competitive. 

Mr. Hesevron. Mr. Burks, in view of your statement as to the 
reasons why you reduced these prices, would you explain to us just 
why you put them up in the first place? 

Mr. Burks. The reason we put them up. sir, was to recover the 
inerease in cost of crude, almost all of it. We were in no position to 
absorb the effect of something that increased our costs $72 million 
a year. 

Mr. Hesetton. Before asking this next question, what actually hap- 
pened? Were there some of the companies that stayed at their low 
prices without moving at all, or did some of them come up part way? 

Mr. Burks. One company we know about stayed at its old price. 
As far as we know they have not changed it at all, and other companies 
have vacillated a little bit, coming up and then going back. 
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Mr. Hesetron. They did not get in line quickly enough ¢ 

Mr. Burks. They did not interpret the market as we did, sir; I 
will put it that way. We don’t quite understand, Mr. Heselton, when 
something increases our costs $72 million a year, why we shouldn’t 
endeavor to get that money back if we are not making an excessive 
return at the start. And we certainly were not. 

Mr. Heseuron. Well, of course, what we have been trying to get 
at for some time here is what are those increased costs; and when 
you come to us and say you cannot tell us, and yet you say that is the 
foundation upon which you justify the increases, we are completely 
in the dark. 

Mr. Burks. We gave you information concerning what percentages 
a number of our major cost items had increased. 

Mr. Hesevron. You gave us a few items. 

Mr. Burks. Yes, sir; and we also showed you that we were making 
less money in toto than we were 3 years ago, in spite of the fact that 
we have got a lot more money invested. 

Mr. Heserron. You see, one of the things that puzzles some of us, 
anyway, is that when we begin to press you on the fact that you do 
not have the costs and cannot tell us the costs on which you base your 
justification, you promptly—and I do not say you alone, because it 
is true of all others that have appeared before us—but you promptly 
shift your grounds to earnings; or, as one company did, when they 
got themselves stuck a bit on lack of increased drillings, and it was 
brought out the drillings were higher than they had ever been, then 
they promptly returned back to the earnings. 

Now, earnings can be a very relative thing, and I think that you 
will agree with that. Certainly the purchasing power of your dollar 
that you take in on your sales, and of the dollar you pass over to your 
shareholders, and the dollar you use to increase your plant equipment, 
has gone down steadily for the last few years. 

Mr. Burks. That is right. 

Mr. Heserron. If that purchasing power can be stabilized, and 
then can be gradually increased, you are going to have a very much 
better position and, at least speaking for myself, when you come in 
and say that you do not see why you should be criticiaed for having 
tried to get your earnings position back to a condition that satisfies 
you, I do not think anybody can challenge that in a vacuum. But 
I think that certainly there are reasons to wonder whether your tim- 
ing, in terms of what I placed in the record, company after or 
after company said that, “This is the administration we have been 
hoping for, and it is the administration that is fair toward business, 
that wants a good business atmosphere; we can live with it. But we 
have, in turn, responsibilities, and big ones.” 

Now, when an opportunity seems to be seized when a little restraint 
and a little living with what had gone on fairly satisfactorily for 
some 5 or 6 years was involved, surely it is open to some people to 
wonder why you were willing to run the risk of dealing a serious blow 
to the administration’s efforts. 

That is why I say this is a challenge to you, and I think we have a 
right to say that. 

Mr. Burks. Mr. Heselton, may I comment on that? 

Mr. Hesetton. Surely. 
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Mr. Burks. As I pointed out to Mr. Springer, it is impossible for 
us to tell you what is the cost of any product that we make. We are 
in one of these multiple-product industries where there is no accept- 
able method for determining a cost. The only thing we can do that is 
accurate is to say that we made so many dollars. Our dollar income— 
our net profit—was going down, and our investment which we had 
tied up in the business was going up. Since July 1950, we had made 
no increases in price of gasoline, and in spite of our investments and 
in spite of our best efforts to increase our efficiency, we were losing 
ground, and we were making less and less money. 

We feel that we have held the line over the last 3 years, and it was 
high time that we did get back some of these increased costs which 
had resulted in this decrease in income. 

That is the reason we did it, and it was our best judgment that we 
should have done it. 

Mr. Hesexron. I do not know what the situation is in comparable 
segments of our national economy, and I do not know whether some- 
what the same situation may not prevail in food industries, and may 
not prevail in the clothing industry, and may not prevail in a dozen 
other categories that go toward making up the major part of the cost 
of living. But certainly if that is so, and if your leadership in this 
matter—and I mean your industry leadership—is followed by other 
similar increases across the board, all the administration’s efforts will 
simply be of no avail. You have just succeeded in dynamiting what 
was started out to be, and what I still think is, a very promising pro- 
gram on the part of the national administration that has not had a 
chance to get going yet. 

I suppose I ought to cease fire on my own personal ideas here, and 
carry through with Mr. Wolverton’s questions. 

Mr. Burxs. I would just like to say again, in connection with that 
half-a-billion-dollar figure, I think that that ought to be interpreted 
in the light of total consumer expenditures, which during the first 
quarter of this year were about $226 billion, and in the second quar- 
ter were about $228 billion, and so even half a billion is not a very 
big contribution in a figure of that size. 

As far as the individual is concerned, it is quite small. The effect 
of the gasoline price, if the service-station dealer just passed it 
through, was about 73 cents a month. 

Now, I don’t know. It seems to me that a lot of people spend 73 
cents a month and don’t think too much about it. 

Mr. Heseiton. Well, maybe some of those people are wondering 
whether you are going to have a pattern of six price increases and 100- 
percent increase in the price in a little over April 1, 1946, to Decem- 
ber of this year, in less than 2 years. 

Mr. Burks. You could go back almost to the beginning of the war 
with that, too, because as you know, during the war you had price 
control, and the oil industry did not increase its crude prices—that 
is, to the best of my knowledge. Maybe 10 cents a barrel, but I don’t 
think even that. 

Mr. Hesevron. This is the fifth question, and you have in mind the 
question I asked you about who went up, and so on. Did you reduce 
these prices by about half of what you put them up to in the first 
place, in the hope that the companies which had not gone up along 
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with you would now meet you halfway? Just what companies did 
not go up after you did? 

Mr. Bur«s. Just what companies did not go up? 

Mr. Heserron. Perhaps the best way to get an answer to the ques+ 
tion is to ask you to give us the companies that did not go up. 

Mr. Burxs. I have been away since last Monday, and I have not 
been back to the office except on Friday, and the only company that 
I know of that did not go up was the Sun Oil Co. 

Mr. Heseiron. Do they have a large market in that area? 

Mr. Burxs. I don’t know the extent of their heating oil and dis- 
tillate outlet, and I have the impression it is relatively not a big part 
of their business, but I am not sure of that. 

Mr. Heseuton. Do you want to take the first part of the question: 
Did you reduce them, the prices, about half of what you put them up 
to in the first place, in the hope that companies that had not gone 
along up with you would now meet you halfway ? 

Mr. Burxs. We reduced it to that extent because we figured that 
that was our interpretation of the market at that time. Now, maybe 
we were wrong. aybe we reduced it too much. Maybe we didn’t 
reduce it enough. Only time will tell on that, Mr. Heselton. 

Mr. Heseriron. Only time will tell ? 

Mr. Burxs. Yes; and competitive forces will tell. 

Mr. Heserron. I realize that, but I think the chairman wanted to 
know if you just had a sort of glimmering hope that maybe they 
would adjust themselves up to the levels that you thought were eco- 
nomic. 

Mr. Burks. No, sir; we thought in the first place that the increase of 
0.6 cent a gallon was a fair apportionment of the crude-cost increase 
for the distillate consumer to pay. Now, the rest of the industry 
didn’t think that. Certain of them certainly didn’t, and our marketers 
indicated they were losing business and they thought we ought to go 
down. 

We agreed with them. So that the price reductions you mentioned 
were put into effect. 

Mr. Hesetton. I am a little bit confused by what you have just 
said. I thought you intended us to understand that it was only a 
minor portion of the industry that did not go along with you in your 
two increases. 

Mr. Bur«s. In our two increases? 

Mr. Hesetron. In your increases. 

Mr. Burxs. You asked me whether or not there was any company 
that had not moved at all. 

Mr. Hesevron. You mentioned one company. 

Mr. Burss. Yes. 

Mr. Hesruron. And you said they were not particularly important. 

Mr. Burks. There may have been others that I don’t know about. 
I know in New York Harbor, the competition was at a lower price 
level than the level we posted. 

Mr. Hesevton. Well, is it not a fact that after having followed the 
lead of Socony, going up to 0.6 cent on an average, you took the lead 
coming down ‘ 

Mr. Burks. No, sir. We increased before Socony did on that’ heat- 
ing-oil increase of 0.6 cent. 
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Mr. Hassuron. All right, then, having taken the lead going up, 
you took the lead coming down ? 

Mr. Burgs. Because we found it didn’t stick. 

We were going to lose heating-oil business, which we didn’t want to 
ose. 

Mr. Hesevtron. Did you not. say that only one other company did 
not go up? 

r. Burss. No, sir. I say I knew one company that did not go 
up, and I don’t know whether there were others or not. I haven’t 
ee in intimate touch with this due to the fact that I have been down 

ere. 

Mr. Hesevron. Yes, but did you not have sufficient information to 
know that there were at least 5 or 6 of the companies that did come up ? 

Mr. Burks. Some companies did come up, and how many came 
u 

Mr. Haseton. I have a list of the companies that went up. 

Mr. Burks. Maybe I have some information on that. 

Mr. Hxsexron. This may help you. This is the Oil Daily, which 
said that it was first attributed to Esso; and that Sinclair, Texas, Shell, 
and Hartol Petroleum Co. have already met the increases, and others 
are expected to follow shortly. 

That was on June 23. Certainly that: would seem to cover quite 
a 5 group, volumewise, of the suppliers to the northeast coast. 
Would that be true? 

Mr. Burks. Yes, sir, but you don’t need many competitors to not 
come up before you have to come down; that is, if you want to hold 
your business. 

Mr. Heseuron. As to the 3/10 to 35/100. cent reduction, what were 
the areas where you put this into effect? Did you then or subsequent- 
ly follow some other company in the other areas where you market, 
in putting the same reduction into effect? If so, what company or 
companies were they ? 

Mr. Burks. We put that into effect without regard to any other 
company. 

Mr. Hese.ton. In New York and New England? 

Mr. Burs. Without. regard to any other company, and as I re- 
member it, it was applicable quite generally throughout the area in 
which we market, certainly along the eastern seaboard. 

Mr. Hesevron. Which is 18 States along the Northeast and the Dis- 
trict of Columbia. 

Mr. Burks. I am not absolutely certain as to what happened in 
Louisiana, the amount of distillate down there, and stations along 
Gosieues But it was quite generally applied. 

r. Hesetron. I do not know that you have answered the second 
question here. Perhaps you have. Did you then or subsequently fol- 
low some other companies in the other areas where you marketed in 
putting the same reduction into effect? 

Mr. Burks. No, sir; we did it all at one time, to the best of my 
knowledge. 

Mr. Heseuron. Following this July 2 reduction of 0.3 or 0.35 cent, 
have you now made a further reduction of 0.3 cent, or thereabouts, in 
all areas? 
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Mr. Burks. Another competitor reduced the price on a temporary 
basis a quarter of a cent a gallon, and I think in Pennsylvania and 
Delaware, and we met that. 

Mr. Heseuron. The next question is: Just what areas are there? 
And it was Pennsylvania and Delaware; is that right? 

Mr. Burks. That is correct; yes, sir. 

Mr. Hesevron. In making the further reduction, did you initiate 
this, or did you follow the lead of some other company ¢ 

I think you have answered that. You followed the lead of another 
company. 

Mr. Burks. Yes, sir. 

Mr. Hesevtron. What company or companies in the area where you 
did this are there? 

Mr. Burxs. We followed Atlantic Refining Co. 

Mr. Heseiron. In such areas, where does that leave the consumer ? 
Is he at the present time in the same position he was before you made 
the initial 0.6 cent increase. 

Mr. Burxs. I think he is very close to it, sir. He may be 0.5 cent 
a gallon different, but I think he is probably at the same price. 

Mr. Hesexron. Is that 0.05 cent below or above the old price? 

Mr. Burs. It is either at the same price or 0.05 cent above. 

Mr. Heseiron. In such areas, where does that leave the dealer, 
ata or refiner who has absorbed the total reduction, and by how 
much ¢ 

_ Mr. Burks. In our case the refiner will be absorbing the total reduc- 
tion. 

Mr. Hesevton. In view of your statement as to the need to make the 
June increase in price having been based upon increased costs you 
had, will you explain just what happened to your costs between June 
and July which caused you to decrease the price of domestic heating 
oils, or did costs have nothing to do with it ? 

Mr. Burks. The costs have nothing to do with it. It was com- 
petition. 

Mr. Hesevron. I think that 1 have in effect asked you this question, 
but the chairman wanted me to be sure to get these questions and 
answers in the record. How long do you expect the current price to 
continue? Will you try again later to put it up? 

Mr. Burks. I have no idea, sir, how long the present price will 
continue. We will have to watch that situation and see what develops. 

Mr. Hesevton. Do you want to answer the second question ? Will 
you try again later to put it up? 

Mr. Burks. Well, sir, the relationship between raw material costs 
and distillate prices is certainly not normal, in our judgment, at the 
present time. In other words, you have had an increase in the cost 
of crude of 25 cents a barrel, with substantially no increases in some 
places in distillate prices; and other places you have had an increase 
of maybe a quarter to 0.3 cent. 

Mr. Heseuron. Are you a lawyer? 

Mr. Burks. No, sir. 

Mr. Heseiton. Well, I do not want to take advantage of you, but 
in law we have such a situation known as a hostile witness, and once 
he gets hostile we get the court to let us cross-examine him. 

I am not putting you in the category of a hostile witness, but I will 
say you are quite a reluctant dragon. 
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Mr. Burks. I don’t know the answer to some of these questions. 

Mr. Hesetron. We have got to watch our step. Prices are prob- 
ably going up as soon as the heat is off. 

Mr. Burks. No, sir; I didn’t say that. 

Mr. Hesertron. I know you did not say it. 

Mr. Burks. I feel this, though, that the refiner is in a position 
where he is worse off than he was before the crude price increase; and 
we certainly, speaking for Esso Standard, were not making too much 
money in refining prior to the crude price increase. 

Mr. Hesevron. Will you tell us just who is receiving the higher 
orice for crude oil which you say has so increased your costs that you 
had to raise products prices last June? Do you not buy most of it 
from Jersey companies? At page 5 and the top of page 6 of your 
statement you said, “We could not afford to absorb this additional 
cost to us of this crude, which we calculated would amount to an 
additional $72 million per year.” 

Now, as Mr. Wolverton calculates it, $72 million at an average 
orice of 25 cents per barrel amounts to some 800,000 barrels a day. 
Do you mean that Esso Standard purchases 800,000 barrels of wade 
a day from nonaffiliated companies ? 

Mr. Burks. No, sir. We purchase about 275,000 barrels a day from 
nonafliliated companies. 

Mr. Heserron. And the balance of 525,000 from affiliated com- 
panies, is that right? 

Mr. Burxs. Yes, sir. Esso Standard doesn’t purchase all of that 
crude. Our own refineries run about 506,000. Phat is what we ran 
last year, that is per day. We have product purchase arrangements 
with some of our affiliates under which we pay for the products, 
the cost of crude and all other costs, plus a return on all of the money 
involved, and so on. 

Mr. Hesevron. Except for the latter part of these next two ques- 
tions, I think that you probably have gotten the answer in the record 
as you want it. 

Just how much crude do you purchase from companies not affiliated 
with you? 

Mr. Burks. 275,000 barrels a day, approximately. 

Mr. Heserron. As to products, too, when you buy, how much do 
you buy from nonaffiliated companies? You have explained that, I 
take it, in your previous answer. 

Mr. Burks. Well, we purchase products from nonafliliated com- 
panies, and I suppose on the average it runs somewhere around 15 
or 20 million barrels a year. 

Mr. Hesetron. In connection with your purchases, it might be well 
for you to indicate how much crude oil and how much products you 
purchase from Humble Oil & Refining Co., an affiliated company about 
which we had testimony as to its earnings last week. 

Mr. Burxs. May I submit those figures, sir, as to how much we 
purchase from Humble—how much in the way of crude and how much 
in the way of products we purchase from Humble. I don’t have 
those figures at hand. 

(The information follows:) 

Esso Standard Oil Co. purchased from Humble Oil & Refining Co. during 1952 


a daily average of 188,384 barrels of crude oil and 210,516 barrels of petroleum 
products. 
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Mr. Hesetron. I think that I should put in certain excerpts from 
the testimony of Mr. Rathbone before the Senate Small Business 
Committee in 1947. Senator Ives asked : 


The majority of the stock of that company— 
referring to Humble Oil & Refining Co.— 


is owned by Standard Oil (New Jersey), the parent company? 

Mr. RatHupone. As I understand it, I think about 73 percent of the Humble 
Oil Co. stock is owned by the parent company ; but it is independently managed 
by the people in Texas who run it. 

2 . a * * o - 
The CuamRMAN. What do you pay the Humble Oil Co. now, 8 or 9 cents? 
Mr. RATHBONE. Neither one. 

The CHAIRMAN. You have another deal. 

Mr. RaTHBONE.. We have a 15-year contract with them— 


that was back in 1947— 


that dates back quite a few years. I think it has about 7 years to run. Under 
it, we buy products from them on the basis of cost of manifacture, plus a 
predetermined rate of profit. That applies today. 

The CHaIRMAN, You mean that is a processing proposition. 

Mr. Ratnrone. Well, no; it is not a processing proposition, it is simply a 
product-purchase contract, and the price of the product is determined by the 
cost of manufacture plus a predetermined rate of profit. 

The CHarrMAN. About what does that make the cost of the’ product on the 
basis you are operating today? 

Mr. RatrHrone. I would say that the cost of gasoline under that contract today, 
and I have to guess now, since I do not have the figures exactly, is probably 
around 8% to 814 cents. 


In your purchases of a product from affiliated companies, do you 
pay at public prices or under special contract? 


Mr. Burss. We have a special contract with Humble. That is our 
largest source of products other than from our refineries. 

Mr. Heseuron. In your purchases of products from nonaffiliated 
refiners, do you pay public prices or special prices contained in process- 
ing agreements ¢ 

Mr. Burxs. We don’t have any processing agreements, but we do 
have some contracts under which we get products at a price which 


is related to the market generally, but 
is related to crude cost. 

Mr. Heseiron. Are they standard contracts for all such nonaffili- 
ates? 

Mr. Burxs. No, sir; this is just Esso Standard I am speaking of. 
As far as I know, we have only one such contract. 

Mr. Heserron. Perhaps you misunderstood me. I meant are they 
a standard contract for everyone that is nonaffiliated ? 

ae Burxs. That is a contract specifically negotiated’ with this 
refiner. 

Mr. Heserton. Are you referring to just one refiner ? 

Mr. Burks. Yes, sir. 

Mr. Hesetron. So that there is only one? 

Mr. Burxs. When we need it, we buy in the spot market. 

Mr. Heseiton. That does not bulk very large in your total? 

Mr. Buxxs. That is no special contract. We just find out what 
we can buy a cargo or two cargoes, or so forth, at. 

Mr. Hesston. Who is the single nonafliliate that you buy from? 

Mr. Burss. Taylor Refining. 


as a floor and a ceiling which 
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Mr. Hesexron. That is located in this country ? 

Mr. Burks. Yes, sir. 

Mr. Hesexron. What happens to the independent refiner when 
you reduce prices on distillates as you did in the past few days? 

Mr. Burxs. His price is determined under the contract, and we 
have that contract with him, and we do not post at the cargo level 
in the gulf. We have no posted price there. So anything we do 
doesn’t affect his price. 

Mr. Hesextron. In June when you determined on raising the price 
of oil products, because of your calculations that the — of the 
crude would be $72 million Malet to you on an annual bassis, had 
the price of the crude you buy from Venezuela then gone up? 

Mr. Burxs. I don’t know whether it had or not, as of that time. If 
it hadn’t, it subsequently did. 

Mr. Hesexron. Is that Creole? 

Mr. Burxs. We buy some crude from International. 

Mr. Hesetron. I think I read recently that Creole went up the 
latter part of the month. I may be in error on that, but I think 
it was after that price increase in this country that it went up. 

Mr. Burgs. I don’t recall the exact date that Creole increased. 

Mr. Hesetron. You have heard the chairman’s questions of Mr. Wil- 
letts as to the price of heating oils on the east coast, and the request for 
increased price last year to meet the higher cost of tanker transporta- 
tion. Have you at any time this past spring reduced heating-oil prices 
to reflect: lower tanker rates? 

Mr. Burks. I have a prepared answer for that, which I would like 
to read. 

Mr. Hesevron. All right. 

Mr. Burks, A year ago a price increase for heating oil on the eastern 
seaboard was needed because of high tanker rates, among other things. 
The increased price granted by OPS at that time made provision for 
ocean freight rates only slightly in excess of USMC rates, although 
the actual freight rates were substantially above that level. Esso 
Standard’s present heating-oil price provides for a transportation 
factor equal to the USMC rate minus 30 percent, which is approxi- 
mately the current market for clean tonnage. This heating-oil price 
may therefore be said to reflect fully the current depressed tanker 
rates. 

Now, that is the price at which we sell today. 

Mr. Heseiton. Well, I suppose the direct. answer, for the record, 
should be that you have not reduced your heating-oil prices during this 
last. spring. 

Mr. Burxs. During the summertime, we did; yes, sir. 

Mr. Hesevton. Except for the summer discount. 

Mr. Burks. That is right, but that takes into account or that is the 
price that we get for it today, while we have these low tanker rates. 

Mr. Hesevron. But, of course, your summer discount is in part, at 
least, an effort to prevent the recurrence of what we had in 1947 and 
1948, and that is by filling up all available storage during the off season, 
it gives you a backlog that eases the pressure on you if we come down 
into a cold winter. 

Mr. Burks. That is correct. 

Mr. Heseuron. Now, Mr. Eugene Holman, president of the Stand- 
ard Oil of New Jersey, was invited to attend the hearings and explain 
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the price increases put into effect on June 22, following the crude-oil 
advance of June 15. Mr. Holman replied by designating you, Mr. 
Burks, executive vice president of Standard’s subsidiary covering the 
eastern seaboard. 

In acknowledging Mr. Burks’ coming, Mr. Holman was advised that 
the chairman assumed that Mr. Burks also would be prepared to an- 
swer, on Mr. Holman’s behalf, the 17 questions he asked when the hear- 
ings began on July 1. 

Mr. Burks, there are some questions of the list of 17 which the chair- 
man asked, which have not been answered by the Humble Oil & Refin- 
ing Co. He does not know whether the answers which were submitted 
are given in behalf of Mr. Holman or not. 

At any rate, there are some which have not been answered at all. He 
refers particularly to items 13 through 17, and I think that that is 
inclusive. Are you prepared to answer them for Standard Oil Co. 
of New Jersey, or who will speak for your company or Mr. Holman? 

Mr. Burks. Well, sir, 1 am speaking for Esso Standard Oil Co. and 
myself. Now, the answer to question 13—the question is: “Why has 
California, a traditionally large supplier of oil, been forced to import 
oil from other areas to supply west coast consumers, and to increase 
prices, reportedly to meet the higher costs of such imports?” 

And my answer to that, sir, would be that I do not feel qualified to 
answer this question since my company does not operate in California. 

Mr. Heseiron. That is basically the same answer as given by Mr. 
Baker, so apparently the committee will have to look for some other 
witness to answer that question. 

What about 14? 

Mr. Burks. That is: “Will the increased prices of crude in this 
country now be met by greater imports from Venezuela, the Middle 
East, or elsewhere, because crude-oil prices there are lower, or will 
prices there be increased so this will not follow ?” 

My answer to that would be that crude-oil prices have been in- 
creased in Venezuela to levels comparable with the new United States 
Gulf prices, which leaves the relationship of these two areas un- 
changed. At least one Middle East producer is reported to have in- 
creased crude prices. It is impossible to tell at this time what the 
final developments will be in this direction. 

Mr. Heseiton. Now, you have referred only to Venezuela, and not 
to the Middle East or elsewhere. I take it that you take the same 
position you did in the case of the California situation. 

Mr. Burxs. We are now buying no crude from the Middle East, 
and although one company out there is reported to have increased 
crude prices, I don’t know what is going to be the ultimate outcome. 

That is a very complicated situation, I understand, and I am just 
not familiar enough with the facts to answer the question. 

Mr. Hesexron. Has your attention been called to an article by Mr. 
Samuel Nakasian, entitled “Security of Foreign Petroleum Resources,” 
published in the June issue of the Political Science Quarterly ? 

Mr. Burks. No, sir; I haven’t seen that. 

Mr. Hesextton. In direct connection with your answer, I think this 
portion might go in the record : 

The development and present composition of the international oil industry 


could have been achieved only with the direct participation and encouragement 
of the American, British, and Dutch Governments. Today, by their exclusive 
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long-term concessions, seven corporate systems own practically all production 
rights, outside North America, to the most profitable oil-bearing formations 
of the free world. These systems comprise the five American companies of 
Standard Oil Co., Socony-Vacuum, Gulf, Standard of California, and the Texas 
Co. and the two British companies, Royal Dutch Shell and Anglo-Iranian. 
Through a process of rational development, each of the seven corporate systems 
by vertical integration has brought under central management all petroleum 
operations; crude production, refining, transportation, and marketing. Non- 
integrated independent refining companies rely upon these seven systems for 
crude supplies, as do independent marketing companies requiring bulk refined 
products. The seven organizations operate generally throughout the world 
and usually are affected by the same conditions. Therefore, one should reason- 
ably expect to find a related policy with respect to the planning of crude-oil 
production and refining, a similar worldwide pricing practice, and a comparable 
royalty or profit-sharing system for each of the producing countries. 

That is rather significant. 

Now as to question No. 15. 

Mr. Burks. That one pertains to the new foreign voluntary 
agreement ? 

Mr. Heseuron. Yes. 

Mr. Burks. Our answer, sir, is this: 

Esso Standard is a domestic operating company and does not come 
under the new foreign voluntary agreement referred to. I understand 
that the agreement is designed to deal with shortages and in the 
absence of a declaration of emergency, is merely a source of statistical 
information for PAD.’ It was sponsored by PAD and has the ap- 
proval of the Department of Justice. 

Mr. Hese.ron. That approval got pushed around quite a bit last 
year, did it not? 

Mr. Burks. I am not too familiar with that, Mr. Heselton. My 
field is the domestic operations. 

Mr. Hesetron. I can tell you that there is evidence before the com- 
mittee that it got slightly dislodged at one stage of the game. 

Then on question No. 16. 

Mr. Burks. That one is: “Do the increased prices of gasoline and 
fuel oil merely represent a foretaste of the higher prices which the 
major oil companies have intimated would follow the enactment of 
any policy to restrict imports?” 

As indicated in my statement, none of the increases in prices made 
by Esso Standard had any connection with imports. 

Mr. Hesetton. Then I think question No. 17 was asked. 

Mr. Burgs. It says: “Or are the higher prices for crude oil the 
result of some understanding reached to avoid enactment of a policy 
restricting imports?” 

Esso Standard knows of no understanding with respect to crude-oil 
prices. 

Mr. Heseiron. Now I understand that you have answers, prepared 
answers, to the rest of the questions, on behalf of Esso. 

Mr. Burks. Yes, sir. 

Mr. Hesexton. In view of the hour—certainly I want you to have 
full opportunity to read them all—you will have the right to have 
them all inserted in the record, and possibly you want to call attention 
to 1 or 2 major points at this time. 

Mr. Burks. No, sir. In order to save the time of the committee, 
my answers have been made as brief as possible, and I was going to 
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offer to supplement them if the committee so desired, but it is agree- 
able to me to have them inserted in the record. 

Mr. Heseiron. You have the answers there ? 

Mr. Burks. Yes, sir. 

Mr. Hesevron. Have you extra copies? 

Mr. Burxs. I am quite sure we do. I have only one copy here, but 
I am quite sure we have another copy. 

Mr. Heseiton. Suppose you give that to Dr. Stevenson, and they 
can run their eye over it quickly and see if there is something that 
should be asked of you. 

I would like to ask you one specific question, and then ask you a 
rather general question. 

Your prepared answers may be inserted in the record at this point. 
(The prepared answers of Mr. Burks follow :) 


ANSWERS OF H. G. Burks, Jr., TO THE 17 QUESTIONS ASKED BY CHAIRMAN 
WOLVERTON 


In order to save the time of the committee, these answers have been made as 
brief as possible. I will be glad to supplement them if the committee so desires. 

(1) The increased product prices reflect the operation of normal market factors 
which always influence price. As I pointed out in my prepared statement, while 
demand and supply are important factors, the recovery of increased costs is 
necessary on a long-range basis, subject always to the limiting effect of compe- 
tition. 

(2) I should like to read a part of the statement of Mr. M. J. Rathbone made 
at Casper, Wyo., to which reference is made in the question: “Deeper drilling, 
higher drilling costs, less first-class drilling prospects, all these and other things 
are contributing to the domestic producers economic problem and imports have 
little to do with it, unless we assume that we want to use up our ‘reserve poten- 
tial.’ The cost of carrying this reserve is very real and quite a sizable item, 
and at some time will have to be compensated for in the crude price, as will 
also the higher drilling and operating costs experienced in recent years. Such 
adjustments will undoubtedly come in due course.” 

I see no reason to interpret that statement as an invitation to anyone to start 
price increases. It was an expression of opinion based on facts widely recorded 
in the industry and which had been the subject of comment by many others. 

(3) Speaking for Esso Standard, I have tried to explain in detail in my initial 
statement the reasons which motivated my company in making increases in 
crude as well as product prices. These actions were definitely an expression of 
free competition. 

(4) Esso Standard did not initiate the increase in the price of crude oil. 

(5) The charts which I have presented show, I believe, that the stock levels 
of crude oil and products resulting from the current rate of crude production 
and refinery runs are not high in relation to demand. 

(6) The heating oil price increase provides a good illustration of pricing in a 
competitive market. We attempted to recover a proportionate part of our in- 
creased cost of crude, by an increase in our heating oil price, The market did 
not support our judgment as to price, and the price of heating oil has declined. 
It is still uncertain what the eventual market price will be. 

(7) Esso Standard does not have any such policy. There is no evidence of 
inability on the part of the industry to meet presently indicated heating oil 
demand. 

(8) Not insofar as Bsso Standard is concerned, since we have been able to 
obtain our current needs of crude oil. 

(9) Esso Standard does not make nominations to the Texas Railroad Com- 
mission and is not familiar with the subject matter of this question, ‘Other wit- 
nesses who are better informed have commented on it. 

(10) This question was answered in my original statement where I pointed 
out that the declining-earnings position of Esso Standard indicated to us the need 
for price increases on our products. 

(11) Esso Standard is not a producer of crude oil, This question has been 
discussed by producers who have appeared before this committee and who are 
better qualified to give an answer. 
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(12) A year ago a price increase for heating oil on the eastern seaboard was 
needed because of high tanker rates, among other things. The increased price 
granted by OPS at that time made provision for ocean freight rates only slightly 
in excess of USMC rates, although the actual freight rates were substantially 
above that level. Esso Standard’s present heating-oil price provides for a trans- 
portation factor equal to the USMC rate minus 30 percent, which is approximately 
the current market for clean tonnage. This heating-oil price may, therefore, be 
said to reflect fully the current depressed tanker rates. 

(13) I do not feel qualified to answer this question since my company does not 
operate in California. 

(14) Crude-oil prices have been increased in Venezuela to levels comparable 
with the new United States gulf prices, which leaves the relationship of these 
two areas unchanged. At least one Middle East producer is reported to have 
increased crude prices. It is impossible to tell at this time what the final develop- 
ments will be in this direction. 

(15) Hsso Standard is a domestic operating company and does not corae under 
the new foreign voluntary agreement referred to. I understand that the agree- 
ment is designed to deal with shortages and, in the absence of a declaration of 
emergency, is merely a source of statistical information for PAD. It was spon- 
sored by PAD and has the approval of the Department of Justice. 

(16) As indicated in my statement, none of the increases in prices made by 
Esso Standard had any connection with imports. 

(17) Esso Standard knows of no understanding with respect to crude-oil prices. 

Mr. Hesevron. There has been some discussion here about gasoline 
quality being the highest today that it has been since the twenties. 
Could you comment on the quality today compared with that of 2 
years ago? What I have in mind is the effect of PAD Order No. 3 on 
the use of aviation gasoline components in motor fuel, and on the 
allocations of tetraethy] lead. 

Has gasoline come back to the quality it had before these changes 
were made in 1951? 

Mr. Burxs. As far as our own company is concerned, we are sell- 
ing now as good gasolines as we have ever sold. 

r. Heserron, Are oy any better than in 1951? 

Mr. Burxs. They may be in some areas, and in others they are the 
same. I have a record of that, sir, which I would be glad to fur- 
nish the committee. I don’t recall all of the answers, or all of the 
octane characteristics of our gasolines in the different States in which 
we market. 

Mr. Hesetron. I recall in 1947 and 1948, during the hearings, that 
we had at least one witness here who testified at some length that the 
so-called high octane gasoline was a snare and a delusion, and that 
as far as any useful results were concerned, you would be far better 
off to confine yourself to regular rather than premium gasoline. 

I realize that is contrary to your sales policy and advertising policy, 
and everything else that you say, but I am just wondering how you 
measure the added quality, and I think somebody said this morning 
that he was running a car and he did not notice he was getting any 
extra mileage out of it. And I suppose that is one measure of quality. 

I must confess that I use your product, and you were good enough 
to give me a credit card, and that indicated that I am satisfied with 
your product. I must say that I have not been aware of any decreased 
drain on my pocketbook as a result of increased quality. 

Mr. Burks. Well, sir, over the years there has been a very pro- 
nounced increase in quality, and I have a table that shows pertinent 
data, which was presented by Mr. C. L. McCuen, general manager of 
the research laboratories division of General Motors Corp. 
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In a paper entitled, “Economic Relations of Engine Fuel Research,” 
presented at the American Petroleum Institute in May of 1951, in this 
report he gave the data on ¢ests his research group had carried out on 
Cadillac automobiles, delivered to the public in the years 1915, 1935, 
and 1951. 

Mr. Heseuron. I should add, I do not own a Cadillac. 

Mr. Burks. Neither do I. 

Now, the table gives the pertinent data, and he shows that in the 
year 1915 the Cadillac had a compression ratio of 4% to 1, and it 
required 60 octane gasoline, and it would get 11 miles’ per gallon at 
30 miles per hour. In other words, you w ould get 11 miles per gallon. 

In 1935, the Cadillac delivered to the public had 61 4, to 1 compression 
‘ratio, and required 67 octane, and they obtained, at 30 miles per hour, 
14 miles per gallon. That is an increase of 27 percent over the 1915 
Cadillac. 

nen in 1951, the commercial Cadillac had a compression ratio of 

» to 1, and its octane requirement on this same scale was 84, and at 
36 ‘miles per hour he would obtain 2014 miles per gallon. That is an 
increase over the 1915 mileage of 86 percent, and over the 1935 mileage 
of 45 percent. 

Mr. Hesevron. Is that not oversimplifying the question of in- 
creased quality to this extent, that there are many other factors, cer- 

tainly, in a gr eat many areas—highways have been improved, and the 
engineering “has improved, and the automobile engine itself and the 
automobile has had changes. 

Now, this Dynaflow business certainly has changed the ability to get 
over the road with less gas. 

Mr. Burks. He goes on to say that— 
the large gains in efficiency were made by a combination of engine developments 
and fuel improvements. It is estimated that we now have a total registration 
of civilian vehicles over 48 million, and for every 1 percent increase in efficiency, 
the total savings amount to 350 million gallons of gasoline per year. 

The installation of the equipment to produce great quantities of both aviation 
and motor gasoline has resulted in tremendous capital investments in the pe- 
troleum industry. Nevertheless, the record of the industry, until very recently, 
has shown continually lower prices to the consumer for a continually better 
product, and even today’s gasoline is lower in relation to other consumer goods 
than almost any other commodity that was in existence 25 years ago. 

These developments, which are characteristic of industrial progress, have 
contributed immeasurably to our military strength in World War II, and will 
continue to be of great value in the future defense of this country. 

That last, starting with “the large gains in efficiency” and ending 

“in the future defense of this country,” is a quotation from Mr. Me- 
Cuen’s paper. 

Mr. Hesevron. Who is he? 

Mr. Burks. He is general manager of the Research Laboratories 
Division of General Motors Corp. 

Mr. Heseuron. Incidentally, I read hastily on the ticker this noon 
a statement that was attributed to somebody, I believe, in the Defense 
Department, that the recent increases, it had been estimated, would add 
$100 million to the cost of operating the Defense Department. That 
was during the next fiscal year. 

Mr. Burks. Mr. Heselton, when I think of a figure like that, it also 
occurs to me that perhaps as a result of the increase in profits of the 
oil industry, that tax income will be considerably greater to the Gov- 
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ernment. I am not a tax expert, and I haven’t made any compas 
tions along that line, but I would think that overall, there would be 
net credit to the Government. 

Mr. Hesevron. I hope so, because I know there has been some strain- 
ing over there on the floor of the House and in the Appropriations 
Committee to reduce it every bit they could. I think they would balk 
if they had a specific item’ of $100 million more, even though ulti- 
mately it might be recaptured. 

Mr. Burks. This is just a thought that has occurred to me while 
these things were being mentioned, and I do not know what the bal- 
ance is on that. 

Mr. Hesetron. When the hearings began, Mr. John Dressler, who 
is the executive secretary of the New Jersey Gasoline Retailers As- 
sociation, appeared before the committee and made a very interesting 
statement. I take it you know of Mr. Dressler, and of this association. 

Mr. Burks. Yes, sir. 

Mr. Hesevron. Were you here when he made his statement ? 

Mr. Burks. No, sir, 1 was not. 

Mr. Hesevron. Was his statement called to your attention ? 

Mr. Burks. I heard he made a statement, and I don’t know and I 
don’t recall what he said. I haven’t seen a transcript of the testimony. 

Mr. Hesevton. One portion, not of his statement here but of the 
group’s statement at a recent annual convention is this: 

This unreasonable and unwarranted increase in price will probably cause the 
major oil companies to build more new service stations, thereby reducing the 
sales by stations which increases the cost of retailing, and gradually eliminating 
the independent dealer. 

Do you foresee that your company is more likely to build more 
stations in the immediate future ¢ 

Mr. Burs. Is he talking about the price increase following the 
crude price increase ¢ 

Mr. Heseuron. Yes. 

Mr. Burks. Well, sir, we are in poorer position to do that than we 
were before, because as I have pointed out to the committee today, the 
effect of our product price increases following the crude price increase, 
did not recover our crude cost. I don’t know of any change in plans 
to build service stations on the part of our company, and I would 
certainly anticipate none as a result of any price changes which have 
been made. 

Mr. Hesevron. I assume your building program for next year is 
pretty well settled by now. 

Mr. Burks. For 1954, you mean? 

Mr. Hesevron. Yes. 

Mr. Burks. No, sir. We review our budgets for next year starting 
in the fall. 

Mr. Hesevton. What is the building program so far as stations are 
concerned, now ? 

Mr. Burks. Well, =, I don’t know just how many stations we are 
going to build this yea 

Mr. Hesevron. You could supply that for the record ? 

Mr. Burks. We could indicate for the record—you mean the number 
of stations we plan to build, new stations in New Jersey ? 
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Mr. Heseiton. Yes, during this year, and I think it might be well 
to expand it beyond New Jersey and put it in for throughout your 
marketing area. 

(The information referred to follows :) 

As of July 20, 1953, Esso Standard had appropriated money to build 7 new 
service stations in 1953 (1 of which is at the Barksdale Air Force Base, Bossier 
City, La.) and to rebuild 79 existing antiquated service stations. Consideration 
is also being given to building 1 other new station and rebuilding 3 additional 
stations, although to date the money for these projects has not been appropriated. 
We do not plan to build any new stations in New Jersey this year but will mod- 
ernize six old service stations. 

Mr. Hesevron. There is one other thing that Mr. Dressler said, and 
T am not sure I quote him accurately on this, and I do not know whether 
he is in the room or not. If he is, I wish he would check me on this. 
That was to the effect that he—perhaps he and some others—had 
undertaken throughout the field of the majors to obtain some of their 
product on what he called a split basis. And as I understood it, it was 
that they are selling an unbranded gasoline, and they wanted to be 
able to sell with that unbranded gasoline some of the major suppliers’ 
gasoline. 

As I remember it, he got no reaction from anyone for a long time, 
and then one of the suppliers halfheartedly agreed to look into it, but 
nothing ever happened. 

Can you explain why, if it is a fact, the major suppliers should not 
be willing to supply such dealers as these with the opportunity to sell 
their product ? 

Mr. Burks. I am not familiar, Mr. Heselton, with any discussions 
that our marketing people have had with Mr. Dressler. I know we 
have a service station which is not far from one that I believe Mr. 
Dressler operates, and I doubt we would feel it necessary to have 
additional Esso representation that close by. 

Mr. Hesevton. That might well be true in a given instance, but is 
it the policy of the majors to deny to those who are not operating leased 
stations, or leased by them, an opportunity to sell their product ¢ 

Mr. Burks. No, sir; I wouldn’t say it was our policy to deny some- 
body who wanted to sell Esso, and Esso Extra, a supply of the product. 
1 am not too familiar, as you must appreciate, with the conversations 
and discussions which Mr. Dressler may have had with some of our 
marketing management. I just don’t know about that. 

Mr. Hesetron. I am trying to put it on a broader basis. You say 
it is not the policy of the company to deny them, Can you give the 
committee any instances where the Esso Co. is permitting people to 
sell an unbranded gasoline and to sell the Esso product at the same 
station ¢ 

Mr. Burks. I just don’t know, sir. 

Mr. Hesevton. Would that information be available ? 

Mr. Burss. I will be glad to supply you with whatever informa- 
tion is available on that. 

Mr. Hesetron. I think it would be helpful if you would. 

Mr. Burxs. You asking for information concerning whether Esso 
and Esso Extra are sold in the same station as an unbranded gasoline ? 

Mr. Hesetton. Yes. 

Mr. Burks. We will be glad to look into that. 

Mr. Hesevron. Thank you. 
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(The information referred to follows :) 


Esso Standard has 81 dealers served direct who sell another brand of gasoline 
in addition to Esso and Esso Extra. We have no figures as to the number of split 
dealers served by our resellers, although we know of 1 customer who has 20 
stations selling Esso and Esso Extra in addition to his own private-brand 
gasoline. 

Mr. Hesetron. Mr. Clark and Dr. Stevenson, I would like to confer 
with you a moment. 

Mr. Bush calls my attention to the fact that we have not established 
yet in the record how many jobbers the Esso Co. has. 

Mr. Burks. That is heating oil and others? I would have to supply 
that. 

Mr. Hesetron. I think that that would complete the record, and 
undoubtedly you can supply it in the various categories. If you would 
do that, I would appreciate it. 

Mr. Burks. We will do that. 

(The information referred to follows :) 

The term “jobber” as used in the industry does not have an exact meaning. 
Esso Standard Oil Co. has 436 gasoline resellers and 2,339 fuel-oil resellers who 
might be included under this term. 

Mr. Hesevron. For the benefit of the witnesses who are here today 
and ready to go on, we have received information from the floor that 
the members are all asked to be over there. The word came in some 15 
minutes ago that there is a rather important bill coming up. 

I certainly want to express our appreciation again for your patience 
and your willingness to stay so long last week, and your effort to be of 
assistance to us in a matter which I am sure you realize we do not 
find the easiest thing in the world to deal with. We do appreciate 
your courtesy and cooperation. 

Mr. Burks. Thank you very much, Mr. Heseleton. I appreciate 
the opportunity of appearing before you . 

Mr. Hesexron. We will recess at this time until 10 o’clock in the 
morning. 

(Whereupon, at 4 p. m., the hearing was recessed until 10 a. m., 
Tuesday, July 14, 195 3). 
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(Gasoline and Oil Price Inereases) 


TUESDAY, JULY 14, 1953 


Hovse or Representatives, 
ComMItree ON INTERSTATE AND ForeIGN CoMMERCE, 
Washington, D. ¢ 

The committee met at 10 a. m., pursuant to recess, in room 1354, 
House Office Building, Hon. Charles A. Wolverton, chairman of the 
committee, presiding. 

The Cauairman. The committee will come to order. 

I would like to make a statement before we call the witnesses. In 
the past few days we have been hearing from those companies that 
touched off the recent increases in the prices of gasoline, heating oils, 
and crude oil. Prior to that we had some testimony from dealers and 
jobbers. Today we shall hear from some of the independent refiners 
as to just how they are affected by these increases. 

It is obvious from the testimony of the representative of the Esso 
Standard Oil Co. and from the preceding witnesses from Humble Oil 
Refining Co. that where both companies are subsidiaries of the same 
parent the increased cost to the refiner of the crude oil used is simply 
offset against the increased income accruing to the producing company 
for the crude oil sold to the affiliated refiner. 

It is not so obvious what happens to the independent refiner when 
the crude oil he buys is increased in price, and when the products he 
sells are in competition with those sold by an integrated company or 
system. ‘This is particularly true when, as we heard yesterday, the 
integrated company reduces the price at which he is selling heating 
oils and other distillates and passes the reduction back to the refining 
level. 

I trust that the representatives here of the independent refiners, in 
addition to covering the effect of the price increases, will also set out 
clearly for us just w hat has happened to them following the decrease in 
the price of these distillates. 

Our first witness is Mr. Rodman, of the Anderson-Prichard Oil 
Corp., Tulsa. 

Mr. Rodman, you may proceed. 


STATEMENT OF ROLAND V. RODMAN, PRESIDENT OF THE ANDER- 
SON-PRICHARD OIL CORP., AND PRESIDENT OF THE WESTERN 
PETROLEUM REFINERS ASSOCIATION, OKLAHOMA CITY, OKLA. 


Mr. Ropman. My name is Roland V. Rodman. I am president of 
the Anderson-Prichard Oil Corp., Oklahoma City, Okla. I have been 
associated with various phases of the oil industry since 1937 and I 
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have been president of the Anderson-Prichard Oil Corp. since 1947. 
I am also president of the Western Petroleum Refiners Association, 
the largest refining group in the country. The association has in its 
membership substantially all of the refiners operating in what we 
know as the midcontinent area, including Ohio, Illinois, Indiana, 
Michigan, Missouri, Kansas, Wyoming, Montana, Colorado, New 
Mexico, Utah, Arkansas, Kentucky, Oklahoma, and north Texas. 

I am here today in response to an invitation from the committee 
to discuss the effect of the recent increases in the price of crude oil and 
petroleum products upon independent. refiners. This presents a ques- 
tion of definition at the outset because the committee may want to 
know what is an independent refiner. 

In general, the characteristics of an independent refiner are that it 
is small as compared to the larger segments of the industry; its stock 
is sometimes closely held, often by the founder or his family; it is 
largely nonintegrated, that is, it purchases all or most of its crude oil 
from other producers and it sells its products through jobbers rather 
than through its own controlled retail outlets. None of these can be 
taken as sharply drawn lines, however. Independent refiners, for 
example, do not quarrel with the principle of integration. On the 
contrary, most of us are striving to become as integrated as we can. 
Our own company has made a vigorous effort to get as much crude- 
oil production as we have been able to afford and many other in- 
dependent refiners are doing the same. Many are also going into the 
retail distribution of their products. 

Instead of trying to arrive at any precise definition, however, I am 
chiefly interested in presenting the committee a picture of the oil 
business which will give you some conception of the widespread in- 
terests that are involved in it. I have read some of the accounts of 
the testimony before the committee during the past week and I have 
been rather surprised at the attention which has been devoted to two 
or three large companies and their profit picture. Important as these 
companies are to the oil industry, they are by no means a complete 
picture of it. There are more than 35,000 individual oil producers 
in the United States and the number of independent jobbers and re- 
tailers runs into the hundreds of thousands. The greatest concentra- 
tion exists in the refining branch of the industry for the obvious reason 
that it requires a large capital investment to build even a small refinery 
today, but there are a great many different companies operating pe- 
troleum refineries. 

On January 1, 1951, there were 365 separate petroleum refineries in 
the United States. One hundred and thirty-seven of these had a 
crude intake capacity of 50,000 barrels a day or more. The balance 
of the refining capacity is divided among 228 refineries, which are 
owned by 204 separate companies. One hundred and eighty-four of 
these companies contro] less than 20,000 barrels a day of refining 
capacity each. 

These plants are widely distributed geographically. I know that 
some of the members of the committee are from the east coast and 
thus probably have not had an opportunity to see at firsthand the 
extent of the operations of the independent refineries. The east coast 
is an area where the refineries operate on crude oil imported by tanker. 
The very nature of this operation requires the financial assets of a 
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largecompany. But even though it may not be apparent, a significant 
part of the east coast supply oF products is provided by independent 
refiners along the gulf coast of the United States. As we get west 
of the Appalachian Mountains, however, the independent refiners 
play a very important part in the supply of petroleum products. In 
western Pennsylvania, for example, there are 11 independent refineries ; 
in Michigan there are 17; in Illinois there are 12; in my own State of 
Oklahoma there are 16; and in California there are 37. The ad- 
vantages from a national-defense standpoint of this widespread dis- 
persion of refining capacity is obvious. 

But aside from the advantages from a defense standpoint, we think 
that the preservation of the independent branch of the industry is 
important to our national well-being because it means the preserva- 
tion of a strong competitive element in the industry 

The most important products, by volume, for most of the refiners 
in the mid-continent field are gasoline and residual fuel oil. Residual 
oil, also often known as bunker fuel or heavy fuel oil, is the residue 
which is left when the light products are removed during the refining 
process. It is an oil so “heavy y that it is not practical to move it by 
pipeline and the costs of railroad and truck transportation necessarily 
limit its sale to a restricted area. It is sold only to industrial users 
for burning under boilers. Principal customers for this product are 
public-utility plants, railroads, steel mills, and ships. 

The refiners in the mid-continent area obviously have only a limited 
be ene to sell oil for use in ships’ bunkers, and so railroads and 
public-utility plants have been their best customers. In the postw ar 
years, however, we have seen much of this market disappear. The 
railroads have converted most of their engines to diesels and mi ny 
of the public-uility plants and steel mills are using natural gas, whic h 
is becoming increasingly available. 

Residual oil has always sold for less than the price of crude oil, 
but in recent years the market has been so depressed—there has been 
a slight advance—that today residual oil is selling for more than 
one-third of the price of crude oil. In 1949 the situation became so 
serious that a number of the smaller plants in the mid-continent field 
were forced to shut down and today there are many of them which 
are being kept active only because of the demand for their gasoline. 

The gasoline market also presents problems for the ‘independent 
refiner. In recent years the major companies have improved the 
quality of their gasoline. The average octane rating of house brand, 
or regular, gasoline sold in the United States immediately after World 
War II was 73. Today it is about 86. The average octane rating 
of premium gasoline sold in the immediate postwar period was 78. 
Today it is over 90. In fact, the quality of gasoline has improved 
so that 2 gallons of today’s gasoline deliver as much power as 3 gallons 
of gasoline did a few years ago. 

This has been of great benefit to the motoring public, but it has been 
accomplished only at great cost to the refiners. Many independent 
refiners have been forced to purchase new equipment—catalytic crack- 
ers, reformers, and so forth, in order to hold their place in this octane 
race with the major companies. The catalytic cracking unit for the 
average small refinery costs anywhere from $2,500,000 to $4 million 
today and a typical platforming unit costs about $1 million. 
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Consideration of the recent increase in the price of crude oil and 
refined products requires that the problem be examined from the 
standpoint of our national security, the public, and the industry. 

World Wars I and II have demonstrated the necessity of having 
excess crude productive capacity available within the United States 
in time of anemergency. After World War I it was said that we had 
floated to victory on a sea of oil. In World War II we saw a new 
mechanization of war. The planes in the air, the ships at sea, and 
the tanks in the field were powered by petroleum. Almost. two-thirds 
of the total tonnage, and that includes the men, moved by sea in World 
War II was petroleum products. Over 50 percent of the entire energy 
consumed in this country is of oil or gas origin. Preparedness for war 
as well as war itself is directly dependent upon this source of energy. 

Early in the war we learned that we could not depend upon offshore 
oil either to carry on civilian activities in relation to war or to directly 
support our forces in the field. In fact we found ourselves unable 
to safely and conveniently transport petroleum supplies by water from 
the Texas Gulf to the east coast and, notwithstanding critical steel 
shortages, we were forced as a matter of national security to construct 
the Little and the Big Inch pipelines in order to deliver our own 
supplies to our own people. During the war we called upon our 
reserve productive capacity for our war needs and then only by severe 
civilian rationing were we able to meet those needs. Today civilian 
demand is greater than ever. Mechanization of the implements of 
war has continued. The need for greater reserve productive capacity 
is greater than ever but present " policies have not encouraged its 
development. 

However, petroleum is not to be considered only from a military 
standpoint. The public has a vital stake in a sound petroleum indus- 
try. Petroleum is the source of energy for the raising of foodstuffs, 
the manufacture and transportation of all commodities, the heating, 
cooking, refrigeration of our homes, and a thousand other uses. The 
public demands and is entitled to an abundant supply of petroleum 
products at reasonable prices. But the policies of the last few years 
have jeopardized that right. 

The interest of the public in abundant supplies at reasonable prices 
is, however, generally the same interest that the refiners have in 
abundant sources of crude oil. The refineries of this country are scat- 
tered clear across the country with largely the same pattern as our 
opulation. These refineries have been built at strategic points. Great 
investment has been made in plant property and equipment, crude 
oil and products pipelines. An inadequate supply of crude oil means 
loss of investment, loss of employment, loss of revenue to the States, 
school districts, and municipalities. If the crude reserves in these 
areas are not maintained and increased, dependence upon foreign oil, 
if available, will soon be here and, then, with product shortages and 
added transportation costs, a reasonably suliich product in abundant 
supply will be no more. 

ou may ask, “What are the factors that justify the assertion that 
the policies of the last few years have jeopardized the national security, 
the public interest, and the industry?” Let me enumerate. 

1. The last increase in the price of crude petroleum took place on 
December 6, 1947. Since that time our population has increased from 
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142 million to 158 million. Domestic demand for crude oil has in- 
creased from 1,792.786,000 barrels to 2,664,977,000 barrels, an increase 
of 49 percent in the demand for products since 1947, Per capita con- 
sumption of crude oil has gone from 12.6 barrels in 1947 to 16.8 
barrels. Proven crude reserves at the close of 1947 were 21,481,- 
685,000 and at the close of 1952 were 27,960,554,000, an increase of only 
30 percent.in our reserve supply: of crude oil as against an increase in 
the market demand of 49 percent. The above ‘figures demonstrate 
that new reserves are not being added at sufficient rate to keep up with 
the normal increased demand. 

2. At the beginning of World War II the industry had an excess 
ciaaalel capacity of more than 1 million barrels per day. This, 
however, was only made sufficient by the severe rationing of civilian 
consumption. This oil was available to us merely by increasing our 

rate of withdrawal from the existing wells at that time and when we 
needed it for the war effort all we had to do was to produce it. There 
was no problem of development of anything else, engaged in that 
development of 1 million barrels in excess capacity. Now, in the face 
of an increased. civilian demand the industry does not have the neces- 
sary excess productive ‘apacity required for national defense and in 
terms of years’ supply has reached the lowest point since 1924. 

New reserves are not being added at a rate sufficient to meet 
ocinatlans demands. In 1952 we added to our proven reserves less 
than one-half billion barrels of oil which is less than enough to meet 
7“ peacetime needs for a 3-month period. 

In terms of future years’ supply our proven crude reserves have 
z lined each year since 1949. We now have about 10 years of future 
supply based on our current needs; giving effect to your increase in 
demand it will probably be less than that. That, in terms of future 
supply. we have seen a decline in our future supply every year since 

1949. This steady decline points toward insufficient petroleum sup- 
plies for national defense, substantially higher prices to the public 
should shortages occur, and abandonment “of plant, property, and 
equipment of inland refineries if domestic supplies are not maintained. 

I might say that we have had in this country as much as 15 years 
of future supplies available. We used to operate on the trend of 
increasing our reserves in terms of future supply. When we had the 
price increase on December 6, 1947, it was immediately followed by a 
great stimulus in drilling activity. The number of wells drilled shows 
probably the largest increase we have had at any time, due to the 
stimulus given by the price increase on December 6, 1947. 

So our crude reserves in terms of future supply jumped and 1949 
reserves were over 1948, but with the increased labor costs and one 
thing and another, those supplies in terms of years’ supply, have 
steadily gone down since. 

History has demonstrated that the amount of crude reserves de- 
veloped is directly related to price and market. Crude reserves can- 
not be locked up in the hope that they may be available at some future 
date. Crude must. be marketed at a price commensurate to its cost 
in order to promote development. The increase in price in 1947 was 
followed. by the largest increase in drilling activity that the industry 
has ever seen. However, this incentive to drill was soon eliminated. 
With the coming of the Korean war all commodities in a 2-year period 
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advanced 16.7 percent. Crude petroleum advanced only 0.8 percent. 
Textiles advanced 33.8 percent ; chemicals, 29.7 percent ; farm products, 
22.7 percent; foods, 16.5 percent; building materials, 12.8 percent; 
and metal products, 9.1 percent. And again I repeat, crude oil ad- 
vanced eight-tenths of 1 percent. These advances were felt through- 
out the petroleum industry with the slackening off of drilling activity 
until in 1952 we saw less wells drilled than in 1951. 

In our own company we saw labor in the production division go from 
$1.32 per hour in 1948 to $2.05 per hour in 1952, an increase of 55.3 
percent. And that increase was a steady advance forward; 1949 was 
higher than 1948, and 1950 was higher than 1949, and 1951 was 
higher than 1950, and 1952 was higher than 1951. 

Our steel cost advanced from $118 per ton in 1948 to $155 per ton 
in 1952, an increase of 31 percent. In the drilling of an oil well we 
only have two things that are real expensive. One is steel and the 
other is labor. However, there is another factor, and that is drilling 
depths. Drilling depths of our own company have increased con- 
sistent with or beyond that of the industry. The industry as a whole 
saw an increase of 17 percent in the depth of wells between 1948 and 
1952. When you increase the depth of wells, the cost of that increase 
is not an arithmetic cost. The extra thousand feet you put on the bot- 
tom of a well may cost you as much as all that has gone before. We 
have drilled wells that cost us in excess of $100 per foot for the lower 
portion of the well. 

These are the elements that caused us to reach stagnation in drilling 
in 1952. Our costs were too high and the rewards were insufficient. 
Price is the only sound method of correction. 

I have said price is the only method that will do that because we 
know from experience in the past that that has been the result. In 
1926 we saw the price of crude oil start sliding. In 1926 we were drill- 
ing at a rate of 29,000 wells a year. The price of crude oil steadily 
declined. By the time we reached 1931 which was an 8-year period 
we saw our drilling activities reduced to 12,000 wells a year. It was 
simply because the price had declined. 

We know what happens when wheat goes to 40 cents a bushel; the 
farmers quit raising it, and when potatoes in Maine go to 35 cents 
a hundved they quit raising them. The same is true of crude oil. 

How does crude oil respond to an increase in price? We saw slight 
advances in crude-oil prices from 1931 to 1937, which was a 6-year 
period. During that period of time, the number of wells drilled per 
year increased from 12,000 wells a year to 35,000 wells a year. It was 
the advance in the price of crude oil that stimulated drilling activity 
because people then had money to explore with. 

The price of crude oil was generally frozen during the war, from 
1941 to 1945 and 1946, and the only substantial increase came after 
the close of the war. 

In 1947 we drilled 33,000 wells. In 1947 we saw the advance in the 
price of crude oil. In 1948 we drilled 39,000 wells, which was the 
greatest increase in drilling that the country has ever seen and it was 
stimulated entirely by price. 

Our security depends upon having adequate excess productive 
capacity of crude oil on our own shores and we will never have it 
without a price incentive and a profit motive that will permit and 
encourage people to risk their capital to get the thing that we need. 
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Certain persons unfamiliar with the petroleum industry have in- 
dicated that perhaps an increase in crude was justified but that the 
refining branch of the industry might well absorb the increase. 

Such a viewpoint is not only bad from the standpoint of a free 
economy but it would be unmoral and impossible. Product prices 
f. o. b. the refinery have substantially remained constant in the mid- 
continent since 1948. In 1948 we were selling gasoline for 1014 cents 
in the midcontinent. That price has prevailed for a full 5 years, and 
we were selling it for 1024, as of the close of 1952. 

During the bulk of that period the prices were controlled by legis 
lation. In fact it was only early in the year that we removed controls 
so we might have a free market on petroleum. 

Our company’s increase in the costs of refining operations from 
1948 to 1952 have been constant. Operating and maintenance labor 
has increased 47.69 percent. Operating materials and supplies have 
increased 67.82 percent. Such increases have been general within the 
industry. During the period of price control these increases were 
absorbed but, even before the increases in the price of crude, many of 
the smaller segments of the industry had reached a point where an 
increase in products prices were long overdue and today cannot absorb 
an increase in crude costs. 

Today the increase in the price of crude should not and cannot be 
absorbed. The crude oil cost represents roughly 70 percent of the 
total cost that goes into a gallon of refined products. We cannot have 
a substantial increase, a 10-percent increase for instance, on 70 percent 
of our cost, without having an increase in the price of the commodity 
to offset it. Even before the increase, products prices should have ad- 
vanced because no industry can operate with its operating labor having 
increased 47 percent and its materials and supplies having increased 
67 percent, and continue to absorb those costs. 

It has been suggested that crude supply, refinery runs, product in- 
ventories, and market demand for refined products did not justify the 
advance in crude oil. I call the committee’s attention to the fact that 
as of the close of 1952, in terms of days’ supply, crude in storage was 
at the lowest level that it has ever been with the exception of 1951. 
In terms of days’ supply all oils were at an alltime low in the history 
of this country, with the exception of 1951. 

In 1951 due to the refinery strike, there were certain curtailments 
both of crude production and refinery runs and we closed 1951 with 
39 days of supply of crude. We closed 1952 with 40 days, and that is 
the lowest point that we have ever been in our history, in the history of 
the industry, beginning with 1918, from a standpoint of available crude 
above ground. 

It has been nothing in the past for us to have from 120 to 150 days 
supply of crude above ground. It has been a very common thing. 

So the fellow that tells you we had so much crude on hand that no 
advance could have possibly been justified, has not taken the proper 
view of the history of our industry. 

Now, in terms of all products, that is crude supply, gasoline and 
every type of product we make, we had only 87 days’ supply on hand, 
and that is the lowest that we have ever had, except for 1950 when we 
had 86 days’ supply, and 1951 when we had 82. But if you look at 
the history of our industry, it has been a very common thing for us 
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to have on hand from 200 to 238 days’ supply of all products, so inven- 
tories were low. 

I might reduce that further to illustrate the point. Today we have a 
little better than 55 million automobiles on the highway; automobiles 
and trucks. The gasoline stocks in barrels amounted to 155 million 
barrels. Now, there is 42 gallons of gasoline in a barrel. In terms 
of inventories per automotive unit we had 2.8 barrels on hand. So 
certainly we had no inventories that were pressing down upon the 
market. 

In conclusion, I may summarize by saying or calling the committee’s 
attention to the fact that: 

1. On a commodity index basis the petroleum industry has served 
the public better than any other industry in America. We have con- 
stantly reduced our prices, and we have constantly improved our 
quality. 

The industry has consistently delivered to the public an improved 
product at a progressively lower price. (iasoline, 1920, 29 cents per 
gallon ex tax; 1952, 20 cents per gallon ex tax. 1952 gasoline has more 
than 50 percent more power than 1920 gasoline. 

3. Returns on the net worth of the oil industry are less than the 
returns on the net worth of industry generally. The petroleum in- 
dustry has no apology for the earnings we have made. Consistently 
the earnings of the petroleum industry have been as low or lower than 
the earnings of manufacturing corporations generally in America. 
From a standpoint of dividends to stockholders, petroleum companies 
have paid a smaller percentage of their earnings out in dividend than 
other companies. That is due entirely to the fact that the business 
is one that requires a great deal of capital and we cannot distribute 
the same proportion of our income in dividends that other industries 
do. 

4. We have kept pace with national developments and have dis- 
charged our responsibilities in times of national emergencies. 

Now, we are proud of the fact that during the last 50 years with the 
development of the chemical industry and the railroads, and the 
automobile industry, and the rubber industry, and all other indus- 
tries that have made America the fortress of strength, petroleum has 
kept pace with that development. It has always contributed its part 
to our growth and development on a basis of a better product for a 
lower price. 

I think that is the end of my statement. 

Mr. Heserron. Are there any questions? 

Well, Mr. Rodman, does your company produce any oil? 

Mr. Ropman. Yes, sir; we produce about 50 percent of the crude 
that is run to our refineries. 

Mr. Hesevron. From whom do you purchase the balance? 

Mr. Ropman. We purchase the balance—we operate 3 refineries, as 
a matter of fact, 1 at Arkansas City, Kans.; 1 at Cyril, Okla.; and 1 in 
Colorado City, Tex. 

Adjacent to these plants we have small pipeline ae systems, 
and we buy our oil from probably a thousand or 1,200 different per- 
sons. Most of them are small, independent producers who have ex- 
plored for oil and found oil in the neighborhood of these pipelines. 

Mr. Hesevron. Did your company experience any inability to buy 
enough crude oil before this June 15 crude-oil increase ? 
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Mr. Ropman. We have been able to buy such crude as we needed, 
but I have had to trade our own production to other companies in 
order to get them to give me oil with which to operate these plants. 

Mr. Hesevron. Your gross operating revenue in 1951 was $34,- 
292,487; is that correct ? 

Mr. Ropman. That is correct. 

Mr. Hesevron. And in 1952, it was $35,532,249; is that correct ? 

Mr. Ropman. Yes, sir. I think that that is correct. 

Mr. Hesevttron. Your total assets in 1951 were $35,669,972 ? 

Mr. Ropman. Yes, sir. 

Mr. Heseiron. And in 1952 they were $38,683,922; is that right? 

Mr. RopMan. Yes, sir. 

Mr. Hesevron. Your net profit was $4 million 

Mr. Ropman. If you are trying to get at our gain in net worth, the 
stockholders’ equity figure, at the bottom of those same columns, dis- 
closes the net gain in net worth during the period. 

Mr. Hesevron. Perhaps you had better put that in here at this 
point. I do not have that. 

Mr. Ropman. I thought you were reading from our annual state- 
ment, 

Mr. Hesevron. No; I do not have it. 

Mr. Ropman. The stockholders’ equity, in the Anderson-Prichard 
Oil Co., at the close of 1951 was $29,900,000. As of the close of 1952 
it was $31,800,000. 

Mr. Heseiron. Now, your net profit in 1951 was $4,846,890; is that 
right ¢ 

Mr. Ropman. Yes, sir. 

Mr. Hesevron. And in 1952 it was $3,766,530 ¢ 

Mr. Ropman. That is right. 

Mr. Hesevton. Your net profit per share in 1951 was $5.96, and in 
1952 it was $4.63? 

Mr. Ropman. That is right. 

Mr. Hesetron. Your cash dividends paid in 1951 were $1.80 per 
share / 

Mr. Ropman. That is right. 

Mr. Heseiron. And in 1952, $2 per share ? 

Mr. Ropman. That is right. 

Mr. Hesevron. Your net crude production in 1951 was 4,023,095 
barrels, and in 1952 it was 4,528,842 barrels. 

Mr. Ropman. That is correct. 

Mr. Hesevtron. And you said that you purchased about the same 
amount as you produced / 

Mr. Ropman. We do. Mr. Chairman, since the publication of this 
statement, or if you will read the body of the statement, you will see 
that we have purchased Kanotex Refining Co., at Arkansas City, 
Kans., which is purely a refining company, that more than doubled 
our refining capacity, and that is why the statement that I made that 
we purchased over 50 percent of our crude was correct. 

Mr. Hesevtron. What increase in products did you make as a result 
of this crude inerease? 

Mr. Ropman. Sir, I did not hear you. 

Mr. Hesevron. What increase, if any, in products did you post after 
this increase? 
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Mr. Ropman. We announced an increase of a cent a gallon on gaso- 
line, half a cent a gallon on intermediates, distillates, and 15 cents on 
industrial fuel oil. 

Mr. Hesevron. What has happened, if anything, to your price for 
distillates since the reduction ¢ 

Mr. Ropman. Nothing has happened on the distillates, but the ad- 
vance in the price of gasoline, the market would not stand the advance, 
due to competitive factors within the industry, and in five States in ; 
which we operate the advance in gasoline was only four-tenths of a 
cent in certain areas and five-tenths of a cent in other areas. 

Mr. Hesevron. There has been no change in that? 

Mr. Ropman. No, sir; except that we had to retract certain of the 
advance that we tried to get for our product. 

Mr. Hesevron. What did you post as a price? 

Mr. Ropman. Well, we advanced our price a cent a gallon, as I say, 
but in these five States we had to come back to either four-tenths or 
five-tenths due to competitive factors within the area. 

Mr. Hesetron. Is that true of the other gasoline prices in that area? : 

Mr. Ropman. That is true of the gasoline prices in the area in } 
which the Standard of Indiana is the leading marketer. 

Mr. Hesevtron. Did Standard come back to that degree? 
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Mr. Ropman. Standard never advanced their prices beyond that 
point. : 
Mr. Hesevron. Have you stated for the record what that area is? i 
Mr. Ropman. Nebraska, Iowa, North and South Dakota, and, I 
believe, part of Minnesota. 5 


Mr. Hesetron. Now, do you sell at published prices or do you oper- 
ate under what are known as processing agreements ? 

Mr. Ropman. We have two methods of sale. We post our own price i 
on our own product at our refineries for transport deliveries. Now, 
that is merchandise sold to be consumed within a short distance, maybe 
200 miles of our plants. 

Merchandise that moves into large marketing centers or large con- 
suming centers, like Iowa and Illinois, we sell based on a trade 
publication. ; 

Mr. Hesevton. You do have competition then from at least one i 
integrated company in that area? 

Mr. Ropman. We have competition from many integrated com- 
panies in every area we serve. 

Mr. Hesevtron. Does Standard Oil of California hold any stock in 
the Anderson-Prichard Oil Co. ? i 

Mr. Ropman. The Standard Oil Co. does not have a share of stock : 
in the Anderson-Prichard Oil Corp. 

Mr. Hesevron. Is Standard Oil of Indiana a member of the ; 
association ¢ 

Mr. Ropman. Of the Western Refineries Association, I think so. I 
can leave this booklet with you which has the list of our entire mem- 
bership in it. 

Mr. Hesevton. That gives the membership, and does it give the 
contributions made by the members to the association ? 

Mr. Ropman. No; it doesn’t. 

Mr. Hesevron. Does Standard Oil of Indiana contribute? 

Mr. Ropman. Yes; I am sure it does. 
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Mr. Hesevron. I noticed in 1952 your company used the term “net 
wells drilled.” I do not know what “net” means. 

Mr. Ropman. We drill certain wells in which we do not have a 100- 
percent ownership. If we drilled a well in partnership, each having 
50 percent, | would have one-half of a net well. 

Mr. Hesevron. When it is stated here that Anderson-Prichard 
drilled 109 net wells, that means both the wells where you have 100- 
percent ownership and those in which you are in partnership with 
somebody ¢ 

Mr. Ropman. That means that that was our net interest in all of 
the wells that we drilled. 

Mr. Hesevron. And 37 of those were dry holes in 1952, and 72 were 
producing wells? 

Mr. Ropman. That is right. 

Mr. Heseiron. Do you know Mr. Walker T. Pound, the director of 
the Oklahoma Conservation District? 

Mr. Ropman. Yes, sir, I do. 

Mr. Hesevron. I realize that you cannot very well be responsible 
for what anybody else says, but I would like to have your reaction 
to this: 

This whole thing boils down to one basic fact: west Texas producers are trying 
tu chisel in on a market which historically belonged to Oklahoma, Kansas, Illi- 
nois, Michigan, and Indiana. The Great Lakes crude marketing area has always 
been primarily served by these States. Cutting Oklahoma’s allowables has not 
resulted in any decrease in imports, nor has any credit been given us for our 
attempt to cooperate in reducing national crude-oil stocks. 

Having in mind your testimony about the reductions in crude 
stocks, will you comment on his statement ? 

Mr. Ropman. Well, I, of course, would not want to assume respon- 
sibility for Mr. Pound’s viewpoint. 

Mr. Hexsevron. I made that clear. 

Mr. Ropman. And I do not know which part of his statement you 
wish me to comment on. 

For instance, I do not regard that anybody has a vested interest 
in any market, and I think we have a free competitive industry, and if 
Texas wants to put its oil in the Chicago market, they are certainly 
at liberty to do so. 

Mr. Heseuron. I was not so much interested in the first part of 
his statement, as I was in that complaint that Texas was not giving 
any credit to Oklahoma’s attempt to cooperate in reducing national 
crude-oil stocks. 

Mr. Ropman. Well, I think that Mr. Pound is uninformed, if he 
believes that our national crude-oil stocks were too high. Now, in 
fairness to the committee, this may be what he was referring to. 
There has been some agitation within the industry to try to curtail 
certain of the oil that is being imported. 

Mr. Hese.ron. Yes; in fact that has been so successful that we 
have on the floor, with a rule, a bill to accomplish that purpose. 

Mr. Ropman. That is very good. 

Mr. Hesevron. It is very bad. 

Mr. Ropman. Mr. Chairman, what Mr. Pound was probably refer- 
ring to was that during this period that the imports have continued, 
Texas took 380,000 barrels a day off the oil production for Texas. 
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Mr. Hesevron. By reducing the allowables ? 

Mr. Ropman. Texas was producing 380,000 barrels less in April 
than she was in December, and that is probably what Mr. Pound was 
referring to. He was referring more to a reduction in allowables 
than he was to an excess aboveground i inventory. 

Mr. Hesevron. Do you mean by that, that Texas was reducing its 
allowables because of the import situation ? 

Mr. Ropman. Certainly. 

Mr. Hesevron. That is most interesting. What has that to do with 
maximum efficient production / 

Mr. Ropman. Well, maximum efficient production—there are many 
phases of conservation—and maximum efficient production certainly 
is not the only phase. If there is no market and the oil cannot be 
used, there is nothing that you can do with it. There is no purpose for 
bringing it aboveground. 

Mr. Hesevron. But you have been testifying at length this morning 
to the very weakened position of the stocks, all across the field, and you 
have given us quite a story on that. 

Mr. Ropman. The stocks across the field have been sufficient but I 
have not seen any ev idence of an excessive stock. 

Mr. Hesevron. Well, it may make sense to you, and I hope | it does. 

Here are two headlines just before the crude-oil increase: ‘ World 
Crude Oil Output Hits Record for Fourth Month in a Row”; “Distil- 
late Stocks Soar.” 

Mr. Ropman. May I comment on that first statement? I think it is 
very well that world crude oil output should hit a record. The increase 
in the use of petroleum products has been steady in this country, and 
the increase in the foreign use of petroleum products since the postwar 
period has exceeded our own increase. So it isonly natural that world 
petroleum products should strike a new peak on production. 

Mr. Hesevron. It refers to record production in the United States 
of 6,634,000 barrels daily. 

Then there is another portion of it that is headlined: “Distillate 
Stocks Soar About 63 Percent Over a Year Ago Levels.” 

Mr. Ropman. That is perfectly natural. You see, a year ago we had 
a refinery strike that threw out distillate stocks to too low a level, 
and now we are accumulating distillates to take care of next winter’s 
business, so that the people in New England and northern areas will 
have adequate supplies of fuel oil. We ‘do that every year. 

Mr. Hesevron. Another headline reads: “U nseasonable Gains Hike 
Stocks of Gasoline to 22 Percent Above 1952.” That is just 3 days 
before the crude-oil increase was posted. 

Mr. Ropman. Well, gasoline inventories on July 4 over June 27 went 
down 2 million barrels, and the gasoline inventories are not too high, 
based on a day’s supply. In terms of di: vys’ supply, our gasoline in- 
ventories have declined. 

Mr. Heseiron. There must have been quite a drop then from June 
to the first part of July. It states here that because of unseasonable 
increases in gasoline inventories at east coast and gulf coast, last week, 
stocks went up 22 percent above the year-ago level, and combined 
stocks of 2 regions rose 1,309,000 barrels last week, total 77,070,000 
barrels, a rise of approximately 2 percent from previous week. Last 
week's total compared with 63,962,000 barrels a year ago when the 
inventory was drawn down by the strike. 
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Mr. Ropman. The inventories were what? 

Mr. Hesevton. Drawn down by the strike. 

Mr. Ropman. Sixty-three million barrels; is that right ? 

Mr. Hesetron. It states here that the inventories last week com- 
yared with 63,062,000 barrels in a comparable week 1 year ago, when 
inventories were down as a result of a month-long refinery strike. 

Mr. Ropman. That is probably true, because we ran out of products 
entirely when our plant was shut down. We had no inventory at all. 

Mr. Hesetron. Do you market directly? Do you sell your gasoline 
yourself ¢ 

Mr. RopMan. We sell it entirely to independent jobbers. 

Mr. Hesevron. Have you had any complaints from them ? 

Mr. Ropman. May I qualify that? That is with the exception of 
about 10 stations in Oklahoma City which we operate, and the rest of it 
is sold to independent jobbers. 

Mr. Hesevron. Did you want to say anything further / 

Mr. Ropman. No; that was all, thank you. 

Mr. Hesevron. Are there any other questions ? 

Mr. Petxy. As I understand it, you produce about 50 percent of 
your own oil now? 

Mr. Ropman. That is correct. 

Mr. Petiy. And therefore on 50 percent, your costs have gone up 
because you have to buy your crude oil approximately 25 cents a 
barrel higher than before? 

Mr. Ropman. That is right. 

Mr. Petry. In the area where you buy crude oil, do you compete 
for connections with other buyers? 

Mr. Ropman. Oh, yes; surely. 

Mr. Petzy. You had to raise your price in other words, to hang 
on to those connections ? 

Mr. Ropman. Well, that is exactly right. We waited about 48 hours 
before we changed our price, but we changed our postings so that 
they were effective as of the same date of the other postings. 

Mr. Petiy. Well then, in pricing or as you say, in posting your 
prices, your selling prices, you made certain price increases, some of 
which had to come down in certain areas? 

Mr. Ropman. That is right. 

Mr. Petty. What is the difference between the revenue, extra rev- 
enue you got on account of price increases, and between the amount 
of costs that you had to pay on account of the higher cost of the oil 
you purchase? What do you figure, in other words, will be your net 
result of this price increase ? 

Mr. Ropman. Well, our net result of the price increase would have 
been 24.19 cents a barrel if we could have made it stick. 

Now, I do not know what proportion of our overall gallonage will 
move into Iowa, and Nebraska, and the Dakotas, w here Standard of 
Indiana only took four-tenths of a cent a gallon, so I cannot give 
you the exact figure. 

Mr. Peta. In other words, as I understand your statement, the 
only way you stand to gain on this increase in prices is through the 
increased price that you get from your own producing wells. That 
is the only gain you have because you did not even price your products 
up enough to cover the increase ? 
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Mr. Ropman. That is true, but irrespective of the crude oil price, we 
would have advanced gasoline as quickly as we could have anyway. 

Our manufacturing costs between 1948 and 1953 merely due to labor 
increases and material increases in the plant, had gone up 17 cents a 
barrel, and so if we advance the price of crude oil some compensation 
has got to be made for it. 

Mr. Peuiy. Your labor, as I understood you to say, was about 3° 
percent of the cost of your product ? 

Mr. Ropman. No, in the refining industry the crude material rep. 
resents about 70 percent of your total cost, and now in some industries 
that are purely manufacturer that have lots of hand labor and things 
of that character, the labor factor is much higher than it is in the 
refining industry. 

I do not mind telling you that on a barrel basis, our labor cost 
runs 21.47 cents per barrel for labor, as against a material cost of 
$2.57 based on the gravity of crude. 

Mr. Pretty. Did I understand from your testimony that you were 
critical of the committee for going into the profit end of the investiga- 
tion? Did you make some remark about that? 

Mr. Ropman. No, I am not critical of the committee. I think, as a 
matter of fact, the entire thing is very helpful. I think it is whole- 
some. I do not know why American industry should think that they 
should be able to hide their light under a bushel and fail to be frank 
with a congressional committee. This is a democracy, and if people 
want to know about your business, tell them. 

Mr. Petiy. Do you recall the statement that you made that I might 
have in mind—something regarding the profits ? 

Mr. Ropman. I think I made a statement that as an industry—I am 
something of a newcomer to the industry and I have been in it about 
15 years and I used to think about the industry just like a lot of other 
people think. I used to think it was a controlled industry and the 
prices were fixed, and there was conn in every closet. 

But, having gotten into the thing, and realizing the competitive 
forces that are always present, my ideas have changed because I know 
that what I used to know was not so. 

Now, what I said about profit was that I am proud of the record 
of the petroleum industry. On any commodity index that you can 
get hold of, we have served America better than any other industry. 
We have had a lesser increase than any other industry. We have in- 
creased technical knowledge and have passed the benefit on to the 
public. 

As a so-called industrialist, in a small way, I have about three jobs. 
One of them is to try to see that our employees are treated fairly and 
taken care of because I have a responsibility to them and their 
families. The other is to see that our stockholders get a reasonable 
rate of return for rent on the tools and equipment they put in the 
hands of our employees. Now, my third responsibility is definitely 
to the public, and I think as an industrialist. Someone mentioned the 
other day “Why don’t you pass on to the public the benefits of in- 
creased technical knowledge, and so forth?” You know that is just 
what we have done. 

We have gone ahead and spent a lot of money in the petroleum in- 
dustry. Following the twenties we went to thermal cracking, and. 
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we started recovering twice as much gasoline out of a barrel of crude 
oil as we did before that time when we depended upon normal distil- 
jation methods. We passed that benefit on to the public. 

That is why you pay 20 cents a gallon for gasoline now, ex 
tax, instead of 29 as you did before, and when you compare the cost 
of steel and the cost of labor and the cost of materials or anything 
else, the job we have done is one we should be proud of, and we shoul d 
never hesitate to discuss any of it with the committee. 

Now, when you get to the question of earnings, which is your ques- 
tion, based upon our net invested capital, the petroleum industry has 
made less than manufacturing generally in America, if you will take 
the period from 1924 to 1948. I am sorry I don’t have the figures 
subsequent to 1948, but our rate of return on net increased capital 
has been lower than industry generally in America. 

Now, the last thing I want to do is get into an argument with the 
chairman of the committee, but here is something we should remember 
about the petroleum industry: All during the war our prices were 
practically frozen. I think on crude oil we got a very modest advance 
of about 10 cents a barrel. It was not until the close of the war that 
we had an increase in crude. In my judgment the increase in the 
price of crude oil was long delayed, but it was delayed by controls 
that were in effect, and we should have done everything we could 
to prevent inflationary forces from starting. 

§o, when the war ended there were abnormal increases in the price 
of crude, not increases that were disproportionate to the cost of captur- 
ing a barrel of crude. But we had to take the catchup in a relatively 
short period of time instead of having had small advances in the price 
of crude oil over a longer period of time. 

Now as to petroleum products. Our prices have been frozen since 
the beginning of the Korean war until this spring. We are practically 
the only industry or one of the few industries that have done as much 
and received so little that I am proud of the record, and I am not 
apologetic about it. 

Mr. Hesetron. Will the gentleman yield at that point ? 

What was the period you used ; 1924, to get that 29 cents? 

Mr. Ropman. The period I used was 19 24 to 1948, 

Mr. Heserron. What were the 2 figures you used, 20 cents and 
29 cents? 

Mr. Ropman. On the price of gasoline; in 1920, it was 29 cents a 
gallon, and that is ex tax, as compared to the 20 cents a gallon now. 

Mr. Hesetton. Twenty cents a gallon now. Did your studies carry 
you at all to what the purchasing power of the dollar in 1924 was? 

Mr. Ropman. Well, the purchasing value of the dollar was prob- 
ably—if you let 1926 equal 100 on the Bureau of Labor Statistics, oe 
purchasing value of the dollar in 1924 was 106 percent of what it w 
in 1926. 

Mr. Hesevtron. What was the purchasing value of the dollar in 
1948? 

Mr. Ropman. About 52 or 53 cents, but you see on that basis we 
were giving you $2 worth of merchandise for 50 cents. 

Mr. Hesevton. Of course the other side of the picture, as you 
know, is also there. 

I think in deference to the other witnesses you and I had better 
suspend, with just this comment: That I am completely unconvinced. 
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Mr. Pelly, did you have further questions? 
Mr. Petty. I would comment, on the other hand, that I think the 
witness has made a very fine statement and presented a picture which 
is helpful. I am not in agreement with our chairman that there is any 
evidence that there have been undue profits or anything other than 
giving the consumer a better value for the dollar. But I do think that 
it is important for the members of this committee as representatives 
of the people to get an understanding, and to be sure that there is no 
collusion, and that there are no unlawful hindrances to the continual 
expansion of the industry and its contribution to our standard of 
living. 

I commend the witness myself for his very fine statement on that 
subject. 

Mr. WitxiaMs. I would like to ask you one more question, if you 
will, sir. 

I suppose that the purpose of these hearings, which is still not ex- 
actly clear to me, is to determine why the oil industry has permitted 
the price of crude oil to be increased a quarter a barrel; that is the 
figure, is it not? 

Mr. RopMan. That is generally the figure. 

Mr. Wi114Ms. I think that certainly you have given the committee 

valid and justifiable reasons why the increase came about, and I am 
surprised, in fact, that you were able to hold the increase at that. 
level. I would like to ask you one question, though, in order to try 
to clarify this thing in my mind. 

It would appear to me that the question of whether or not this 
increase was justified would depend on the amount of increase in the 
cost of production and marketing, as well as the continued decline in 
the value of the dollar. 

When was the last time that there had been a general price increase 
in crude oil prior to this? 

Mr. Ropman. December 6, 1947. 

Mr. WuuuaMs. This 25 cents per barre] reflects an increase of ap- 
proximately what percentage in the price of crude oil? 

Mr. Ropman. It is roughly 10 percent. 

Mr. Witt1ams. That means that you have increased crude-oil prices 
by approximately 10 percent ! 

Mr. Ropman. That is right. 

Mr. W m.11AMs. In your statement, on page 8, you state that your 
company’s increase in cost of operations from 1948 to 1952 has been 
constant, that operating and maintenance labor has increased 47.69 
percent; operating materials and supplies have increased 67.82 per- 
cent. 

Mr. Ropman. That is in reference to our refinery operation, that 
you are now reading. If you are going to the preceding paragraph, 
you will find what our costs were in the producing end of the business. 

Mr. Wituiams. If you have that in front of you I would like to 
refer to it. 

Mr. Ropman. That is on page 7. 

Mr. Wituiams. Using the term “overhead” as the general cost of 
doing business, approximately how much has your overhead increased 
since the last increase in price of crude oil? 

Mr. Ropman. I wish I could give that te you. 
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Mr. Witi1aMs. Well, has it been as much as 10 percent? 

Mr. Ropman. Oh, well, yes. surely. I can tell you this: We were 
putting oil through a refinery for 37 cents a barrel in 1948, and my 
processing costs became 54 cents in 1953. Now, that is probably the 
answer you want. In that we have all of these factors accounted 
for in labor, materials, and many items you have to run up 4 or 5 or 
6 places on the decimal to find out what they are. 

Mr. WiiuraMs. Thank you, sir. : 

Mr. Hesewron. I should ask you this: You did see these questions 
that the chairman submitted on July 1 when the hearings were 
opened ¢ 

Mr. Ropman. I saw them when the hearings were first opened. At 
that time I had no thought of ever being here. I do not now know 
what the questions were, save and except as I heard some of them 
reasked yesterday of Mr. Burks. 

Mr. Heserron. If the clerk furnishes you with a copy of that, you 
will have the privilege, if you want to, to place in the record any 
answers you'want to any one of those questions. 

Mr. Ropman. Thank you, sir. 

Mr. Chairman, | forgot one thing, and I have three messages that 
came to us from a standpoint of the association that I would like to 
have leave to put in the record. 

The first is a telegram, and this telegram is from the Illinois Farm 
Supply Co., signed by Mr. C. H. Becker, vice president. It says: 

We are concerned about some statements made since the crude-oil price in- 
crease on June 15 that such increases should have been absorbed by the industry 
and consequently not reflected in consumer prices. Such policy would certainly 
work hardship en us and we presume also on many others who are in our posi- 
tion. We operate a 5,000-barrel daily capacity refinery at Pana, ll. We are 
not crude-oil producers. We purchase all of our crude oil at market price. 

To pay such an increase in price for crude oil without upward adjustment 
in consumer and wholesale prices for finished products would reduce the small 
earnings of this refinery to a severe loss. 

That is a cooperative organization that manufactures their own 
products for their own people. 

I have a letter from the Indiana Farm Bureau Cooperative Associa- 
tion, which says: 

Since the increase in wholesale and retail prices of motor fuels and the light 
heating oils following the crude increase of approximately 25 cents per barrel 
on June 15, there has been much publicity in the press and in the petroleum trade 
papers and periodicals. This has been particularly true since the beginning of 
the hearings conducted by the House Interstate and Foreign Commerce Com- 
mittee. 

It appears that the intent of these hearings and many of the witnesses who 
have appeared before the committee is to require the refiners in the industry to 
absorb the price increase on crude oil without affecting the retail or wholesale 
markets. Such a program certainly places a heavy burden on the independent 
refiner, and to many independent refiners, complete disaster if that condition 
prevailed over a long period of time. 

We in our organization, marketing exclusively to farmers in Indiana, have 
attempted some integration of our petroleum system. Most independent re- 
finers own little or none of their crude-oil supply for their refineries. We are 
in that position and consequently gain very little from the increase in the price 
of crude oil. Furthermore, most independent refiners in the past few years have 
been forced into making very heavy investments in various cracking processes 
in order to increase the yields of light higher priced products from high-cost 
crude and to meet the high-octane requirements of present-day internal-com 
bustion engines. 
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It also must be appreciated that 20 percent or more of every barrel of crude 
is heavy residual oil, which in many cases does not return the refiner more than 
one-third the cost of a barrel of crude f. o. b. the refinery. In addition to in- 
creased costs of crude oil and the heavy investment in cracking processes, the 
independent refiner, like the rest of the industry, is now confronted with an 
across-the-board 4-percent wage increase. 

In view of these circumstances, the recent increase in wholesale refinery prices 
is certainly justified and independent refiners are not in a position to absorb the 
increase, 

We hope that the National Petroleum Association will make every effort to 
present the true facts to the House Interstate and Foreign Commerce Commit- 
tee in its hearings. 


The other letter is from the Louisville Refining Co. : 


The Louisville Refining Co. was purchased by the Farm Bureau Cooperative 
Association of Ohio in 1945 for the purpose of assuring its farmer patrons a con- 
tinuing supply of petroleum products. 

After reading some of the testimony that has been given before the Wolver- 
ton committee, I feel I should write you this letter. Since the proceedings 
started, I have been left with the impression that the committee would feel its 
purpose had been accomplished if the major companies were pressured into re- 
turning gasoline prices to their former level, regardless of what was done about 
a revision of the price of crude. Should this happen, our position in the oil in- 
dustry would be seriously affected. Here are the reasons: 

In 1952 our refinery realized a net profit of $0.213 per barrel of crude run. For 
the first 5 months of 1953, we have realized a net profit of $0.185 per barrel, 
the decrease in profit being due entirely to a decline in the price of heavy fuel 
oil—the netback on all other products remaining about the same. There is no 
appreciable difference in our cost of processing a barrel of crude for the first 
5 months of 1953 as against 1952. 

Our daily average throughput for these periods has been 6,000 barrels and 
I believe our processing cost and netbacks are comparable with those of any 
other small refinery. Our owned crude production amount to less than 2 percent 
of our requirements and we are almost entirely dependent on supply by pur- 
chases from other producers. The recent crude increase of 25 cents per barrel 
has been absorbed by a 1-cent increase in our wholesale gasoline price, and this 
has been possible only because we are realizing a gasoline yield of 63 percent 
or 26.5 gallons out of each barrel of crude. This compares with the present 
national average gasoline yield of 44.8 percent. 

Should the gasoline price be returned to its former level and the price of 
crude retain the recent increase, it is obvious that our current earnings of 
$0.185 per barrel would revert to a loss of $0.065. If the price of crude and 
gasoline remain at the levels recently established, then we will pick up an 
additional 11%4 cents, but this will be partially offset by the increased cost of 
carrying higher priced inventories of crude oil and finished products, larger 
accounts receivable, and so forth. 

In closing, I would like to point out that the farmers of Ohio have an invest- 
ment of more than $4,500,000 in our refinery, that our return on the amount of 
money invested has not been unreasonable, and any downward adjustment in 
the price of gasoline without a compensating adjustment in the price of crude 
would be disastrous to our company and to every other independent refiner who 
does not own production sufficient to supply all or a substantial part of his crude 
requirements. a 

If this letter will be of any use to your association when you appear before 
the committee next week, you may use it as you see fit. 


Signed by the manager of the Louisville Refining Co., which is 
owned by the Farm Bureau Cooperative of Ohio. 

Mr. Hesevron. On behalf of the committee I want to thank you 
for coming here and giving us the benefit of your experience. 


The next witness is Paul G. Blazer, chairman of the board of the 
Ashland Oil & Refining Co., Ashland, Ky. 
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STATEMENT OF PAUL G. BLAZER, CHAIRMAN OF THE BOARD OF 
THE ASHLAND OIL & REFINING CO., ASHLAND, KY. 


Mr. Buiazer. I have a written statement that I would like to present. 
I would like to read my statement and comment on it as I go along, if 
you do not mind. 

My name is Paul G. Blazer. I am chairman of the board of Ash- 
land Oil & Refining Co., Ashland, Ky. We are a so-called independ- 
ent refining company operating 2 refineries in Kentucky, 3 in Ohio, 
1 in the vicinity of Pittsburgh, Pa., and 1 in the vicinity of Buffalo, 
N. Y. We refine in excess of 100,000 barrels of crude oil daily, of 
which less than 10 percent is produced from wells owned by our com- 
pany. We buy from others, principally small independent oil pro- 
ducers, more than 90 percent of the oil we refine. Our company owns 
extensive transportation facilities and limited marketing facilities. 
The greater part of our refined products is sold through independent 
oil distribtuors. 

I have been an independent refiner for more than 35 years operating 
principally in the Middle West. I call particular attention to the 
area of our operations, Sune denditinne in the oil industry vary greatly 
as between different geographical areas. 

Twenty years ago, under the NRA, I was refinery chairman for 15 
of the Middle Western States. Under the Petroleum Administration 
for War, during World War II, I was the industry chairman for refin- 
ing for approximately the same States as during the NRA period. 
Thus, I am reasonably familiar with the operations of both the large 
and small refineries in the area extending eastward from Oklahoma 
and Kansas through Illinois, Indiana, Michigan, and Ohio into west- 
ern New York State and western Pennsylvania. 

Pursuant to your invitation, I take pleasure in presenting my views 
concerning the recent advances in the prices of crude oil and refined 
petroleum products, particularly as those advances affect the independ- 
ent refiners and the public. In presenting my views concerning the 
mechanics of pricing of crude oil and its products, and pertaining to 
the general economics and competitive factors in the oil industry, I 
desire to point out that many conditions which prevail in the area with 
which I am most familiar are not applicable to certain other geographi- 
cal areas. 

There is a tendency on the part of many people to oversimplify the 
economics of the oil industry. It isa highly complex business. In fact, 
it is not a single business. There is little similarity between the ex- 
ploratory efforts required to find new oilfields, the operation of pipe- 
lines and boats and barges, the manufacture of petroleum products, 
and the marketing of gasoline, tires, and accessories through service 
stations. 

Thousands of companies and individuals areenga 2d in only a single 
branch of the oil industry. Thus, there are bound to be widely dif- 
ferent views and conflicting interests as between different individuals 
and companies in this vast industry. There are conflicting interests 
between the independents, and between the independents and the major 
oil companies. In fact, there are important differences even between 
the comparatively few major oil companies which many people erro- 
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neously think of as the oil industry. The oil industry is not 
homogeneous. 

It is true that here in Washington, and in many cities on the eastern 
seaboard, gasoline sales are confined largely to a few well-known 
brands, all of which have general public acceptance; one gets the im- 
pression that in these areas prices are reasonably uniform. If one 
major company reduces prices, every other company has to follow. 
If one of the market leaders advances prices, the others, usually, are 
glad to follow, although due to competitive conditions not all advances 
“stick.” 

Sometimes a leading company misjudges the market and has to back 
down. In fact, any important oil company can nullify an advance. 
Price advances hold only when supported by current economics oper- 
ating through competition. A mistake in judging the market by a 
large company is very costly to that company. I recall that one of the 
companies which took the lead in the recent. crude-oil advance en- 
ceavored, unsuccessfully, to make a similar advance a few years ago. 
Their miscalculation of the market is reported to have cost that com- 
pany many millions of dollars. 

That is one reason for the inertia and the apparent rigidity in crude- 
oil pricing. Usually price changes, either upward or ‘downward, are 
long past due before any company large enough to influence the mar- 
ket 1s willing to make the move Probably that is the reason other oil 
companies generally follow so “quickly as to cause suspicion. Thus 
what might appear to be concerted action is actually a phenomenon of 
competition rather than collusion. 

If there were the kind of collusion in the oil industry that many 
suspect, a few leaders could get together and handle the price changes 
in a way which would tend to disarm suspicion. Price advances could 
be staggered over a period of weeks if those that advance first could 
be sure the others would follow. Aside from other considerations, 
competitors in the oil industry do not have enough confidence in each 
other to enter into such understandings. 

Mr. Hesexron. Or in the Department of Justice either. 

Mr. Buazer. Many of the things that are thought and said concern- 
ing our industry are true only toa limited degree. The fact that there 
are differences in the views expressed by those who appear before a 
committee such as yours, does not mean that individuals are deliber- 
ately misrepresenting to you; it means only that what may be true as 
regards the large companies may not be true as regards the small 
companies, or that what is true in one section of the country may not 
be true in another section, and that the opinions of different indi- 
viduals are colored by their individual experiences. It is not surpris- 
ing that the public and probably the Congress have so many erroneous 
conceptions of the oil industry when there are such great variances of 
opinion among the people within the industry. 

When individual oilmen have such great differences of opinion, it 
is obvious that each of them cannot be right in a broad sense, even 
though they may be essentially correct in terms of their individual 
jields. Because of the complexities and inconsistencies of the busi- 
ness one can find evidence to prove almost anything. Data can be 
assembled which will support completely contradictory conclusions. 
(ieneralizations are bound to be misleading in such a complicated, 
competitive business. Courses of action prompted by easy generali- 
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zations and superficial information are truly dangerous from the 
standpoint of the future interest of the public and the oil industry. 

The most definite impression I received from the hundreds of hours 
of industry discussion and debate during the NRA and World War II 
when the Government with the aid of the leaders in the industry was 
attempting to regulate the oil business, was that no one person or 
group of people could be smart enough to successfully substitute 
artificialities for natural economics. 

Under the NRA, when there was a tremendous surplus in petroleum 
products, the Government was trying to help the industry get back to 
« profitable basis. During the war we were dealing with shortages, 
but the problems of regulation were essentially the same. No intelli- 
gent, fair-minded nore could have gone through those trying periods 
of attempted regulation and not be aware of the intensive competition 
in every segment of the oil industry. 

Having confidence, as I do, in the efficacy of competition, regardless 
of how painful, and believing in a minimum of interference with the 
natural operation of the economics of supply and demand, I take this 
opportunity to caution those who would attempt through the power of 
public opinion, or otherwise, to influence the action of the leaders of 
the oil industry as regards the recent price changes. 

Probably the changes are justified, [am not sure, although no one 
can be absolutely certain. If they are justified, then the long range, 
best interests of the public will have been served. If it should develop 
that they were not justified, no company or group of companies can 
make them hold, but pending this correction, the refining branch of 
the industry will have taken an awful beating; any mistakes in the 
pricing of crude oil show up first in the prices of refined products. I 
want to emphasize that point. Since the product that is consumed, or 
products, are refined products, the economic conditions flow back to 
crude oil, even though due to matters which I have pointed out here, 
in more recent years the flow has tended to be in the opposite direction. 

To make certain that you will not think I am prejudiced in favor of 
the price advances, or that I am a spokesman for the point of view 
of the larger oil companies, I should explain that our company is 
buying from others more than 100,000 barrels of crude oil daily, while 
it 1s producing less than 10,000 barrels per day. This advance has 
increased the cost of our raw materials more than $25,000 per day, 
and I have grave doubts as to whether we can recapture, through 
increases of refined products, as much as 80 percent of the advance. 
If I were to look at the situation from the point of view, alone, of our 
company, I would be very unhappy about the advance. 

The independent refiners recognize the danger that the larger inte- 
grated oil companies, which produce hundreds of millions of barrels 
of crude oil per year, may use the extra profit derived from the recent 
crude-oil advance to subsidize their refining and marketing operations 
during the prospective period of faltering advances of refined prod- 
ucts. In fact, I learned only yesterday of the loss by our company 
of more than 1 million gallons per month of railroad diesel fuel oil 
business which was taken away from us on a year’s contract by a major 
oil company which did not follow the recent price advance. 

Now, remember that in an independent refinery the loss of a million 
gallons of diesel fuel a month is no small matter. They took it away 
on a year’s contract. That company, along with others, presumably 
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advanced their prices in that area half a cent.a gallon. But appar- 
ently their salesmen had not heard anything about that advance. 

There are large oil companies which probably would not feel too 
badly if, through congressional criticism and the pressure of public 
opinion, they were induced to drop back on the prices of gasoline 
and other refined products without making a corresponding reduction 
in the price of crude oil. That would put real pressure on the refin- 
ing branch of the industry which already has been struggling with 
steadily diminishing margins of profit. Such a situation would 
disastrous to the independent refiners. 

The term “independent refiner” is applied to a large group of refin- 
ers that either are small or are not a integrated in all branches of 
the industry. Usually they buy their crude oil from others and fre- 
quently they market their products through independent distributors, 
many of whom are rightly regarded as “price cutters.” 

These price cutters or price marketers are much less in evidence on 
the east coast than in other sections of the country where they afford 
vital competition at the consumer-price level. The independent re- 
finers that supply them are not popular with the major oil companies, 
nor with the service-station operators who sell the products of the 
major oil companies. Often independent gasoline, of a quality equal 
to that distributed by the major companies, is sold from 2 to 3 cents 
per gallon less than the better-known brands. In some areas more 
than 25 percent of all the gasoline moves at these lower prices. 

I want to point out the great variety in marketing practices in 
different geographical sections of the country, and for that reason 
it is difficult and improper for one to generalize. This competition 
by the independents saves the public, directly or indirectly, far more 
than is involved in the recent price advances. 

From the standpoint of the public, one of the worst things that 
could happen would be for the independent refiners and their cus- 
tomers, the independent distributors, to be crippled by a squeeze caused 
by an increase in the price of crude oil without a corresponding in- 
crease in the price of refined products. I call attention to the fact 
that during the past 20 years most of the independent refiners and 
their gasoline distributors that served the east coast areas have been 
eliminated through competitive factors. 

Speaking of competition in the oil industry, how else do you explain 
the fact that crude-oil prices and wholesale prices of gasoline have 
been practically stationary for the past 514 years. During that period 
the cost of wages, employee benefits, and materials have advanced 
tremendously. 

Gasoline prices, omitting State and Federal taxes, have actually 
declined if one takes into account that in most areas the octane rating 
and the quality of regular gasoline are higher today than the octane 
rating and quality of ethyl premium gasoline in those some areas 5 
years ago. 

What I am saying is that you can buy today what was premium 
gasoline 5 years ago at the price of regular gasoline today. There 
is a usual differential between those 2 products of 2 cents per gallon. 
In effect, that is a reduction of 2 cents per gallon of which the public 
is not aware. It comes back in the form of greater mileage in today’s 
high-compression motors. Everybody knows they are getting more 
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mileage out of their cars than they did 15 years ago or 5 years ago. 

You will be interested to know that in January 1948, 1 month after 
the last previous price advance of crude oil, our company was averag- 
ing for a4 entire production of gasoline a price of 12.3 cents per 
gallon, f. o. b. refinery, which compares with a price of 12.21 cents 
per gallon for May this year. 

Now, that m: ay be a surprise to many people. There have been in- 
creases in the cost of gasoline at retail. In many States the greater 
part of that increase is accounted for by increased gasoline taxes. 
In other areas, the increase is accounted for by inc reased margins of 
dealers. Generally speaking, the dealers in most areas set their own 
margins of profit. 

There have been slight increases in the margins to jobbers or the 
people who buy gasoline i in wholesale quantities and tank-car lots and 
barge lots and tr ‘ansport trucks and distribute it out to dealers. There 
have been increases in freight rates and barge rates, all of which 
have contributed to the increase in the retail. price of gasoline but 
which the oil industry as represented by the people who have ap- 
peared before this committee in general have taken no part of that 
increase. 

I will illustrate it by the fact that even though we are putting out 
a much better grade of gasoline today, we are selling that gasoline— 
and I am speaking prior to this advance in crude oil and refined 
products of 2 or 3 weeks ago—at a lower price f. o. b. refinery than we 
were selling in January of 1948. 

After deducting the increased cost of tetr: aethyl lead, which is added 
to gasoline just before it leaves the refinery, and actually is not a 
petroleum product, our present net realization for gasoline is approxi- 
mately one-third of a cent per gallon less than in January 1948. In 
other words, there has been an increase in the cost of our lead going 
into the gasoline of a quarter of a cent which further deducts from 
these prices that I have quoted as our realization, so there is actually 
a difference of about a third of a cent per gallon of gasoline between 
what we are getting now, prior to the advance, and 5 years ago. 

During that period, the cost of crude oil, during the 514-year pe- 
riod, delivered to our refineries remained constant but the average 
selling price of the products derived from a barrel of crude oil de- 
clined 59 cents from $4.79 per barrel to $4.22 per barrel. 

Now, the real significant factor in looking at the position of the 
refiner is not particularly what he realized for any one product but 
what he realizes for all of the products that come out of a barrel of 
crude oil. Many companies attempt to allocate the cost of making 
different kinds of products out of a barrel of crude oil. We do not 
think that there is any value in that, because you have to have a lot 
of arbitraries. How can the meatpacker tell you how much it costs 
to produce liver as compared with T-bone steak? It just all comes 
out of the steer. And the real significant thing is: What does the 
refiner derive from those products that he gets out of a barrel of 
crude oil? 

Mr. Scuencx. Would you want to make a correction in your state- 
ment? You say from $4.79 to $4.22 is a difference of 59 cents instead 
of 57 cents. 
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Mr. Buiazer. That is an error in typing. I hope that can be cor- 
rected; it should be. The figures in the statement are correct and the 
55 should be changed to 57 cents. 

Mr. Scuenck. The 59 cents should be changed to 57 cents; I thought 
you would want to correct that in your statement. 

Mr. Brazer. The difference between the $4.79 and the $4.22 per 
barrel; yes, that is correct.. That 59 cents should be changed to 57 
cents, representing the difference between those two realizations. 

I might apologize to this committee. I did not get finished dictat- 
ing this until after 10 o’clock last night. 

The actual shrinkage in our profit per barrel of oil refined was 
55 cents. There is a little difference between the shrinkage in what 
came out of that barrel of crude oil and the actual difference in our 
profit. By spending millions of dollars for better equipment we were 
able to reduce our manufacturing costs a few cents per barrel; actually, 
it was a reduction of 2 cents per barrel, even though during that period 
we increased our wages, including fringe benefits, 56 percent. 

I want to point out that that feature, which is not typical of our 
industry alone but of industry in general, is a remarkable one—that 
is, that we could actually, in our case, have reduced the cost of refinin 
a barrel of crude oil even though during that period we have ae 
our wages 56 percent; and I am sure that we pay more for everything 
we buy that goes into the operation of a refinery, and one of the biggest 
products and the most important things we buy are fabricated-steel 
products. That goes into combating corrosion and in the mainte- 
nance of our plants. 

Referring to that 55-cent reduction in our profit during 514 years— 
a profit per barrel of crude oil—if we had that extra 55 cents per barrel 
refinery profit that we had 514 years ago, our current earnings before 
taxes would be increased by more than $60,000 per day. The public 
has received the benefit of this saving which was made possible by our 
having reinvested in our business during that period far more than our 
total earnings. What is true of our company is true, in general, as 
regards the entire oil industry. 

Our company earned, after taxes, during the approximate 514 years 
under discussion, $52,337,000, of which we maid out in dividends to 
stockholders $23,795,000, leaving $28,542,000 of net earnings retained 
in the business, but during that period we invested in the business an 
additional $31,854,000 obtained through the sale of capital stock and 
we further invested $28,925,000 obtained by increasing our long-term 
debt by that amount. 

Thus, the total additional investment in our business amounted to 
$89,321,000, which compares with total net earnings of $52,237,000. 
We reinvested another $48,760,000 derived from reserves for deprecia- 
tion and depletion. Our combined investment and reinvestment of 
$138,081,000 during the period of 514 years has great significance 
when one considers that our company represents, I suppose, less than 
1 percent of the oil industry. Although we are one of the large so- 
called independents, we are small compared with the major oil com- 
panies, many of whom, I am confident, have invested much larger 
sums of money in proportion to their size. 

I doubt that the public or the Members of Congress understand why 
the oil industry has been able to do such a remarkable job in meeting 
the tremendous increase in the demand for petroleum products. 
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The oil industry, historically, has been able to show large earnings. 
That term “large” some people say should be “good” earnings, but 
I think they are relatively large earnings. Some industries have 
earned more and some industries less. Because of the large earnings, 
the oil companies have been able to go to the public and obtain the 
additional money necessary to finance an amazing expansion required 
to meet the insatiable demand for petroleum products. 

Except for the shortages experienced during the war period and 
shortly thereafter—shortages occasioned principally through inade- 
quate supplies of steel and other materials—there has never been a 
shortage of petroleum products. If there had been a shortage, or if 
a shortage were threatened at this time, we would see crude-oil prices 
advance not 25 cents per barrel, but $1 or $2 per barrel. I am talking 
now to this question of the crude-oil advance in relation to inventories 
and stocks, 

The reason that the public is supplied with petroleum products at 
such low prices in comparison with other commodities, is that profits 
in the oil industry have been maintained at a level high enough*’to 
generate and attract sufficient funds for expansion to keep us ahead 
of demand, and out of trouble. It will be a sad day for the public 
and for our national economy if that situation is ever changed. 

Much has been said about the recent price advances in relation to 
inventories and current crude-oil supply. No one should contend that 
there is any real shortage today, but we must look to and provide for 
the future. If we are ever confronted with an immediate shortage, 
the prices of petroleum products will skyrocket. Such a shortage 
could not be cured overnight. There is a lag of months and often 
years between the initial exploratory work involved in finding new 
oil fields and the conversion of the oil from those fields into refined 
products ready for delivery into someone’s automobile or furnace. 

I can recall the time before we had State regulatory bodies when 
there were changes in crude-oil prices in a single year of as much as 
$2.a barrel. A feast always led to a famine, and a famine to a feast. 
Today, through proration resulting in the accumulation of tremen- 
dous underground reserves, the peaks and valleys have been leveled 
off. A constant and adequate supply of petroleum products is always 
available and so long as that situation exists no company or group of 
companies can ever profiteer as a result of shortages, real or imaginary. 

Speaking of underground reserves, it is understandable that those 
oil companies, large and small, that own such reserves, would like to 
get a price for the oil they are taking out of the ground sufficient to 
cover the cost of replacing with new reserves. If underground re- 
serves should become too large and too burdensome to carry, the 
owners, rather than hold so much oil in the ground for future gener- 
ations, will become so anxious for quick realization that there will be 
an oversupply. There would be an actual and immediate oversupply. 
In that event, there will be declines in the prices of crude oil and 
refined products. 

I am not in the confidence of the heads of the major oil companies 
who must make the decisions for their companies as regards the prices 
that they will post for crude oil, but I am sure that in studying the 
economies of supply and demand, and when weighing the advisability 
of crude-oil price increases, they must recognize that too high a price 
would result in the bringing out of too much oil, followed by lower 
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prices, and that too low a price would result in diminishing reserves 
of oil in the ground, which would necessitate, eventually, such high 
prices as to invite Government controls. 

Now, I have not had the opportunity to follow in the trade papers 
all of this testimony before this committee. The executive head of 
an oil company has lots of problems, and he cannot do a lot of things 
he would like to. I have feat sitting in labor negotiation meetin 
part of the time. But I understand that there has been considerable 
skepticism on the part of those who have questioned members of the 
industry about the mechanics of these prices, and I do not know 
whether or not the representatives of the major oil companies who 
have testified have adequately expressed that situation or explained it. 

Maybe it gets so close home they just do not want to talk too much 
about it. But I do not have any inhibitions on that basis. That is 
even though we do happen to be the ones that posted the price of 
crude oil in Kentucky and maybe because we do post that price I 
can speak with actual knowledge. But since we have such tremendous 
reserves of crude oil in the ground and those in the industry who are 
responsible for future supplies of petroleum products must look years 
ahead and not look at the situation next week, it obviously becomes a 
question of somebody’s judgment. 

Now, I am sure that there are those who would say that, “Well, the 
people in business have only one rule and that is to make all of the 
money they can.” Well, I do not even quarrel with that philosoph 
too much. But people in business also have to be not too shortsighted. 
They have to look at the ultimate result. And I am sure that every 
oil company executive is just as much interested in, and probably more 
worried about, what is going to happen 5 years from now than he is 
what is going to happen next week. 

And the executive of some major oil company who announces a price 
increase cannot be sure he is right, but he thinks probably first that it 
will be supported, and otherwise he would not move out himself. He 
thinks, also, probably that the best interests of his company and the 
oil industry will be served from a long-range viewpoint by that 
advance. I do not concede that there is any conflict of interest between 
the oil industry and the long-range interests of the public. 

Or, putting it the other way around, I am sure that what is to the 
long-range benefit of the public is to the long-range benefit of the oil 
industries that serve the public and vice versa. 

Now, somebody steps out and announces a price advance. There 
has been some testimony, I understand, or a question, whether people 
knew about this in advance. I might tell you that the first I heard 
about it was about 3 or 4 days in advance when a stockbroker called 
me up, and he said, “Have you heard that there is going to be a 
crude-oil advance?” And I think he was off a day or so in his timing. 
I said, “No.” 

“Well,” he said, “I got it through one of our offices, and very con- 
fidentially, that there is going to be a price advance, and it is going 
to be made by a certain company.” He had the company wrong. 
But he had the right idea. I expect a person said to him, “a midconti- 
nent oil company,” and he titerpritet it to mean the Mid-Continent 


Petroleum Co., a particular company, but anyway I do not think that 
there is too much collusion. 
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I think that things leak because you cannot—no company would 
advance its prices without considerable discussion within that com- 
pany by their board of directors and otherwise, and there might be a 
leak and somebody might have gone out and bought some oil stocks in 
advance on the strength of that anticipated crude-oil advance, and 
maybe that is the way the stock market knew about it. I do not know, 
But it probably does not operate the way some people think it would. 

Now, you might want to know how I happened to advance the price 
of Kentucky crude. Well, we waited a little while to be sure that it 
was going to be followed, because the company that advanced the 
crude-oil prices this year, as I recall, and I have not looked it up, but 
this is my recollection, also advanced crude-oil prices once during the 
last 514 years, and the rest of the industry did not follow them; and 
they just stood out there for a while and bought crude oil at higher 
prices than anybody else, and they lost millions of dollars, and they 
had to back down. I did not want to do that, and I did not want to 
step out until I knew it would stick. 

But pretty soon, when everybody else began jumping on the band 
wagon, we came along and advanced, and we advanced most of our 
wrices 25 cents, and most of them did but only 19, because we have 
basi waiting for years for a price change so we could equalize a dis- 
crepancy. 

But it just about works out like that, and I did not talk to anybody 
in advance about it, anyone in the industry about the advance; that 
was our business. There are some that buy in competition with us, 
and I did not call them up to ask whether they would follow our ad- 

vance. We have a rule in our company that our people cannot talk 
to our competitors about prices. Sometimes we would like to, but 
[ just do not believe in taking chances. 

I believe the greatest concern of the Congress with respect to the 
oil industry should be for the preservation of the smaller independent, 
nonintegrated units. The independent crude-oil producer, who often 
augments his own limited funds with cheap venture dollars obtained 
from individuals in high tax brackets, performs a real service. Prob- 
ably the aggregate returns from such investments are much smaller 
than the investments. 

The independent producer usually is a wildcatter and probably 9 
out of the 10 wells he drills are dry holes, with not one in a hundred 
resulting in the discovery of an important oilfield. The dollars from 
that and many other sources invested and lost in the oil industry are 
not reflected in the profit-and-loss sheets of the major oil companies, 
many of which, incidentally, derive a large share of their earnings 
from operations in foreign fields. When you look at the earnings of 
the large companies you are not looking at the entire oil industry. 

As I pointed out previously, the independent refiner and his custom- 
ers, the independent distributors, who often undersell the dealers 
of the major oil companies, perform a genuine service, especially in 
the matter of keeping down the cost of distribution which is one of 
the principal items of cost in the industry. The major companies may 
not like the competi of the independents but from a long-range 
viewpoint, it probably provides the necessary corrective to keep them 
out of trouble. I cannot think of anything worse for the oil industry 
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than for it to drift gradually into the hands of a dozen or more large 
companies. 

The number of independent refiners and the percentage of gasoline 
distributed by truly independent jobbers has been declining steadily. 
In my opinion, the position of the independent refiners and their inde- 
yendent distributors is more seriously threatened right now than ever 

fore—not alone because of the increase in the price of crude oil 
with accompanying hesitant increases in the prices of refined prod- 
ucts, but particularly because of the rising popular opposition to these 
price advances, which are so essential to the independents. 

In other words, I am afraid that the public’s rising opposition, 
which only concerns them in the price of refined products, may in- 
fluence the major oil companies, and probably the same people in 
those companies post prices for refined products as post prices for 
crude oil, may influence them to drop back on their prices of refined 
products and take the heat off of them. 

But the public is not directly interested in crude-oil prices, and 
maybe we might find no similar reduction or corresponding reduc- 
tion in the price of crude oil. As I have pointed out, and others 
have pointed out here, the refiners are in no position to absorb that 
25 cents. Our company is probably in a stronger position in that. re- 
spect than most independents. But there will be people appear before 
you today that are ot making 3 or 4 cents a barrel refining profit 
today. Others might be 5 or 10 cents. They canot stand a 25-cent 
advance in crude without any increase in refined products. 

Now, theoretically, when they announced these advances, our com- 
pany was just about recovering the advance. Now, the advances were 
not uniform. Some people will refer to an advance of four-tenths of a 
cent a gallon, and others five-tenths, and some testimony has been 
put in here about an advance of 1.4 cents. This industry is not that 
uniform. 

The east coast got three times as big an advance in gasoline as most 
sections in the Middle West. Part of that advance occurred before 
the crude oil advance, and I am sure was justified by other considera- 
tions than the crude oil advance. 

As a practical matter, the independent jobbers just do not operate 
on the east coast because they cannot buy products and bring them in 
there and sell them at a profit. Their margin would be more than off- 
set by transportation and terminal charges. That has been pretty bad 
lately. I understand, or interpret, and nobody really told me, but it is 
reasonable to assume that this advance shortly prior to the crude 
advance was intended to correct that situation. 

As a matter of fact, there had been a somewhat similar advance by 
one of the largest oil companies only a few weeks or a few months 
ago, and I am sure that their advance was justified. But it did not 
stick. A few large companies would not go along with it. What 
their considerations were, I do not know, and maybe they had in mind 
something like is happening now and thought that the timing was 
not right. But, anyway, you can just count on it, that even though 
most people thought an advance on refined products was justified, if 
any one large factor did not think so and did not advance, the rest of 
them could not make it stick. That is how competitive the oil in- 
dustry is. That explains why when one does something, everybody 
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does something, if it sticks, and if they do not all follow along, then 
they all go back. al 

Questions have been asked about the uniformity of pricing in the 
oil industry. Well, now, there is not as much uniformity as you would 
think, particularly when you consider that gasoline is a stable com- 
modity. It is like sugar in the minds of most people. You do not 
find every grocery store up and down the street selling sugar at a 
different price. I will venture in the whole market on a single day 
you can only find one price. Sure, some grocery store may run a 
special to get people in or something like that. 

But. gasoline varies in different areas, and it varies particularly in 
the Middle West, widely, on the same block, and even in the east 
coast where you look at the prices on the pump you think they are 
uniform, but if you knew how many people were buying at a conces- 
sion, maybe you folks never tried it, but I will bet there is not a one 
of you could not talk your dealer out of a concession, if you wanted 
to do it—if you knew how many people were buying at a lower price, 
under what is called “under the canopy” prices and things of that 
sort, you would be amazed. 

A filling-station operator will say he is posting the same price as 
everybody else, and we ask, “Do you give a atm to trucks?” And 
he says, “Oh, sure, I give a discount of 2 cents to any truck who comes 
in here.” 

“What about the fellow in a pleasure car, does he get a discount ?” 
He says, “Not usually. If he owns some trucks or says he owns some, 
or if his brother does, I would give him one.” 

That is about the way it goes, and I could elaborate all day on that. 
So this business is not as well regulated from a price standpoint as 
some people might assume. 

I am sure everyone agrees that it is entirely appropriate that your 
committee investigate and satisfy yourselves as to the justification 
for the recent advance in the price of crude oil. I hope at the same 
time you will recognize that any increase in crude oil prices must 
be accompanied by corresponding increases in the prices for refined 
products. 

Mr. Hesevron. Mr. Blazer, you have had a copy of the questions 
the chairman of the committee asked when he opened the hearings 
on July 1? 

Mr. Buazer. I just read them this morning. 

Mr. Hesevron. Do you desire to place anything in the record in 
response to those questions? 

Mr. Biazer. I could go down the line, and I think I have got them 
here somewhere, and give my answers to them, if you would like, or 
my explanation. Some of them I cannot answer, and some of them 
I have got an opinion on. 

Mr. Hesevron. I think that that would be well for you to do that. 

Mr. Buazer. Well, the first question: “Do the increased prices truly 
reflect the operation of normal market factors of demand and supply, 
or are they the result of other causes?” 

As I have said in my paper, I think they truly represent the long- 
range supply and demand as interpreted by the leaders in the oil 
industry. As I said before, they represent somebody’s judgment, and 
eo agg proven many times that person’s judgment has not been 
infallible. 
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“Was an invitation for someone else to start these price increases 
issued last May by our biggest oil company ¢” 

I have no knowledge of such an invitation. 

“How did it happen that when one company initiated a price in- 
crease, all of the others so quickly followed suit? Was this an expres- 
sion of free competition ?” 

I would say it was an example of competition; I do not know how 
free it is. Sometimes it is very expensive; but we did not do it be- 
cause we wanted to do it, we did it because we had to. If 1 had waited 
a week in increasing the price of Kentucky crude, every little inde- 
pendent producer would have been on the telephone. I want to point 
out that the major oil companies are in the reverse of the situation 
in crude oil that they are in products. On crude oil, it is a seller’s 
market, generally speaking; and it is the buyer who is on the defen- 
sive, and it is the buyer who has to meet the competition. And if 
most other people, or any 3 or 4 important buyers, or maybe even 
if 1 buyer of the largest category advances the price, every other 
buyer in self-defense would have to meet that advance because he 
is dependent upon the good opinion of his independent suppliers. 

Our company buys crude oil from thousands of independent pro- 
ducers, and they are the people who today, and we look to in the 
future to, supply us with 100,000 barrels per day of crude oil. We 
could no more afford to alienate their support than I could afford to 
jump out the window here, from the standpoint of the future life of 
our business. If others advance the price of crude oil, we have to, 
and I think that that is true pretty much generally throughout the 
industry. 

The next question is: Did the company initiating the increase in 
the price of crude oil do so because it had been losing business to 
competitors?” 

I am sure that they did not. You are talking about crude oil, 
I assume, there; and, of course, you might say losing a supply of 
crude oil to their competitors might be involved. I do not think they 
have. It used to operate that way. I can recall more than 20 years 
ago there never was a crude-oil advance or decline that was not pre- 
ceded by some weeks or months by corresponding changes in the price 
of refined products, because then we were dealing not in underground 
reserves such as had been built up under State regulatory bodies, 
but we were dealing on a hand-to-mouth basis in the oil industry. 
Consequently, people then did change their prices only because they 
could not get oil; and they only changed the price of products because 
of that market, and it was very often a seasonal market. 

But now that we have reserves of crude oil in the ground, in my 
opinion, and others will argue this differently, my opinion is we do 
not have serious and immediate threats of shortage of crude oil. You 
could not have it with all of these millions of barrels. 

That does not mean that crude oil is always easy to get. I noticed 
that question was asked of Mr. Rodman, “Do you have any trouble 
in buying crude oil?” We always have trouble in buying crude oil. 
Why do we maintain offices in 4 or 5 producing States with literally 
high-priced men, buying crude oil for us? They are higher salaried 
men than our salesmen, by far. They have their men “out wearing 
out shoe leather and entertaining producers and loaning them money; 
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and someone said, “Do you loan money to oil producers?” I said, 
“Of course we do.” It is hundreds of thousand of dollars. That is 
part of the price of getting crude oil. Now we would not do that if 
crude oil were really free and easy. 

We never know for certain where our oil is coming from 5 months 
ahead, or even 3 or 4 months ahead. My forecast, which is based 
on what we are reasonably sure of, always shows a shortage of crude 
in relation to our refining requirements, a shortage of er ude for future 
months. But we know that by the law of averages we will probably 
be able to get it if we keep working on it. 

do not know what it costs us to get crude oil, but 1 suppose we 
spend $5,000 or $10,000 a day in acquiring crude oil for our refinery 
operations, and we would not do it if it were absolutely easy, because 
these railroad commissions apparently do not let loose of so much 
crude that it will always be easy for the refiners to find what they 
want. 

The next question: “How can the increases in crude oil, gasoline, 
and fuel-oil prices be justified today in view of our having the greatest 
proved reserves we have ever had, record rates of production, high 
inventories of products, high imports, and an excess of production 
capacity of a million barrels a day over current rates of production ?” 

We have to link crude-oil advances with refined products advances. 
Now, if you want my personal opinion, the crude-oil advance was 
not properly timed in relation to refined products prices and com- 
petitive conditions. That is the reason we have a crude-oil advance 
and what I refer to as faltering advances on refined products. 

I think that there are probably plenty of people in the industry who 
would have preferred—and important people—who would have pre- 
ferred not to see this crude advance at this time. But they are caught 
just like we were. They did not have any choice, when somebody else 
moved out, and particularly when one of the largest in the industry 
moved out very, very quickly; and that just makes up the minds of 
most of 

But I agree that the products competitive situation in inventories 
would not have caused one to expect an increase in the price of crude 
oil. 

“How can the fuel-oil price increase be substantiated at this time in 
view of the high level of stocks and seasonal ebb in demand ?” 

I have answered that in the one before. 

“Is the increase in the price of fuel oil an expression of a policy of 
discouraging consumers from using oil for fuel?” 

Well, now, there are implications in that question that I do not agree 
with. Actually, you would think that the price of heavy fuel oil is 
very high now, and particularly since this advance, but in our area, 
which is one of the large consuming fuel-oil industries, and our com- 
pany is quite possibly ‘the largest supplier of fuel oil to the steel in- 
dustry, our fuel-oil prices a year or 2 ago were at least a third higher 
than they are now. That is even after the price advance; and a at 
price t advance has not been put into effect by everybody and in all area 
So the implication is that we are getting our prices so high that we 
are pricing ourselves out of the market, but actu: ully the prices of fuel 
oil were considerably higher a year or 2 ago than they are now, and 
although there has been a recent price advance, pretty generally that 
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advance was preceded by much larger declines, and it is just a restora- 
tion of part of that price decline. 

The next question is: “Has domestic production been so restricted 
so as to rn or reduce supply below current demand through the 
manipulation of the rates of oil allowed to be produced by the Texas 
Railroad Commission, or other commissions?” 

I think the Texas Railroad and other commissions recognize market 
demand as one of the significant, if not the most significant, considera- 
tions in fixing allowables. Does that, Mr. Chairman, constitute an 
adequate answer, or would you like me to say more on it? 

Mr. Hesevron. I do not know what is adequate or what is not ade- 
quate in your judgment. I will leave that to you. 

Mr. Buiazer. Let me study that a little more. As I said, they never 
let loose so much crude oil that the independent refiners do not always 
have a hard time finding enough to take care of them; but some way or 
other they seem to always let loose of enough so that nobody goes out 
of gasoline. 

I do not think that as long as we have reserves in the ground like we 
have now, and as long as we have the refining capacity in relation to 
market demand, that we will ever have a serious shortage of petroleum 
products. But, if for any period of years we had such low prices of 
crude oil as to discourage wildcatting, or if there were significant 
changes in governmental policies as regards taxation of the oil indus- 
try—and I refer particularly to 2714 percent depletion and the allow- 
able as current expense and intangible development cost—those have 
all been factors in encouraging wildcatting. There has been enough 
wildcatting in the past to keep our reserves of supply and our under- 
ground reserves on what I would consider a pretty reasonable basis. 

In the absence of some change in governmental policies or in the 
absence of an adequate supply of crude oil, or inadequate price for 
crude oil, I think that we will never have a serious shortage. But I 
do not think that we will have in the near future a serious oversupply. 

“Why has the Texas Railroad Commission, since the increase in the 
price of crude oil, now raised the amount of oil which may be produced, 
although stating that production still exceeds demand by 400,000 bar- 
rels daily?” 

The oil industry is a pretty complex business, and I do not keep 
up with everything, and I did not know they had raised their »low- 
ables. I suppose, though, that at the meeting at Austin, of the Texas 
Railroad Commission, there were nominations probably put in for an 
inereased supply of crude oil, which some people said they wanted 
and which they would purchase and refine into products, and I think 
that that is really what governs it pretty much; although I notice 
they usually scale most of the nominations somewhat. 

The next question: “In what way do the sustained high earnings of 
the oil companies show a need for price increases to meet rising costs?” 

I think that I have answered that in my saying that I think that the 
relatively high earnings of the oil industry are necessary in order to 
attract the additional capital required to meet the steadily increasing 
demand for petroleum products. 

At this point, I would like to say that I think the oil industry has 
done the most outstanding job in meeting demand. It is my impres- 
sion that the Government has had to subsidize some idustries to meet 
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demand for their services or products. Take the housing industry. 
It is a good bit like the oil industry, that, if you get a shortage, it 
cannot be corrected overnight. There are lots of segments of our 
industry that have been subsidized by Government. It was largely 
because if they had not been, the public would have suffered. But, 
generally speaking, the public has never suffered on account of a 
shortage of petroleum products, except insofar as we were denied 
enough steel to drill the wells to obtain additional production and 
io lay the pipelines to transport the oils from the midcontinent area 
and to build additional refining capacity. And just as soon as we 
began getting enough steel, there was plenty of gasoline. 

And I think that these high earnings—TI think the oil industry 
will continue to do such as we have and actually to put back into 
their business far more money than their total profits. You cannot 
attract money from the public unless you are already earning money, 
and they think that you are going to continue to earn it. That is 
when people have gone to the Government for help. 

The next question: “In view of the record drilling in 1952 of nearly 
46,000 wells, and a continuation of drilling through the first quarter 
of 1953 at the same rate as 1952, what is the need of a price increase 
as incentive for additional drilling of wells?” 

I would say that the leaders of the industry felt that in view of 
the steadily increasing costs of drilling wells and the fact they were 
drilling them deeper, they thought a price increase was necessary to 
continue to drill additional wells. 

As a matter of fact, you have to drill probably more wells every 
year than you did the year before, because, as I say, you are drilling 
wells today for the gasoline and products supply maybe next year, 
and there will be more products consumed next year than this year. 
That is right down on through the future. 

The next question : “How far has the change in the rates for ocean 
tankers affected downward the price of heating oils on the western 
seaboard, inasmuch as the increased rates for tankers was urged a 
year ago as reason for a need to increase such prices?” 

I do not know enough about the mechanics of the pricing on the 
astern seaboard where we do not operate to be able to answer that 
subject intelligently. 

The next question is: “Why has California, a traditionally large 
supplier of oil, been forced to import oil from other areas to supply 
west-coast consumers, and to increase prices, reportedly to meet the 
higher costs of such imports?” 

Ordinarily I would not know very much about that, but I took a 
trip to the west coast not too long ago to give consideration to build- 
ing a refinery out there, and I made a little study of the market, and 
I will give you my impressions on it. 

California has traditionally been a large supplier of oil, but par- 
ticularly since the Korean war which put an extra drain on west coast 
supplies, there has been a shortage of petroleum products in Califor- 
nia, and they have had to import products and crude oil from other 
areas. One independent distributor of gasoline who is a friend of 
mine had to close up many of his service stations because he literally 
could not get gasoline. Those he did not close up, he managed to 
lease out to independent distributors who went over and became the 
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distributors for major oil companies, so those stations that belonged 
to him were during this period of shortage selling major company 
gasoline ; and I understand that the crude oil from which some of that 
gasoline was made was imported at a loss by the major companies. 

Well, when they advanced the prices of crude oil in California a 
few months ago, and refined products, it was possible to transport 
gasoline from the gulf coast, Houston area, for example, and trans- 
port it profitably and sell it on the west coast ; and this friend of mine 
started bringing in about 4 million gallons of gasoline a month, and he 
recaptured those stations which had been leased out, through one 
device or another, to major oil companies; and he started back in 
business again. 

But now that there has been an advance in gasoline prices on the 
gulf coast where he was buying, with no corresponding advance in 
prices in California, along with this one, why, he is back in trouble 
again. He indicated to me that if he could get someone to help him a 
quarter of a cent a gallon on gulf coast gasoline and furnish a T-2 
tanker to haul products out there and reduce our rates a quarter of a 
cent, he could just about break even. So the independents are not all 
in too good shape. That is even in California. 

The next question : “Will the inereased prices of crude in this coun- 
try now be met by greater imports from Venezuela, the Middle East, or 

elsewhere, because crude-oil prices there are lower, or will prices there 
be increased so this will not follow ?” 

I do not know about that. I understand one of the major oil com- 
panies increased their price in the Middle East, and maybe the others 
did, too. I do not know. And then someone told me yesterday they 
heard they were not going to make it stick. So I do not know. 

I would say that to a certain extent the question of pricing in the 
Middle East does not have too much significance in this country, be- 

cause I believe—and I am not positive—that most of the Middle 
Eastern crude oil delivered into this country is delivered by the com- 
pany that is producing it and going into their own refineries, so it is 
almost just from one pocket into the other. It is not an arm’s length 
transaction. That is not true entirely in the case of Venezuela, but to 
a certain extent it is true. 

The next question : “Will the new foreign voluntary agreement just 
entered into by our companies operating abroad, permit the distribu- 
tion of any world surplus of oil that might arise, such as were Iranian 
produc tion again to materialize, just as it covered the distribution of 
the deticit when the Iranian refinery at Abadan was shut down ?” 

I cannot answer that because I did not know there was a new foreign 
voluntary agreement. 

The next question is: “Do the increased prices of gasoline and fuel 
oil merely represent a foretaste of the higher prices ‘which the major 
oil companies have intimated would follow the enactment of any policy 
to restrict imports ¢” 

I do not suppose that there will be sufficient restriction of imports 
to affect the market price of crude oil in this country. I would think 
that if—and I understand the bill before the House provides for only 
a 5-percent import of heavy fuel oil—I would su pose that that would 
actnsallp-stia I am only guessing—would actually restrict the imports 
sufficiently that it might strengthen prices for mary fuel oil. I do 
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not know about that. But I would not think that the crude-oil limi- 
tation would affect crude-oil prices. 

The next question—Mr. Chairman, I believe that is all of the 
questions. 

Mr. Hesevron. There is one other question, I think: “Are the higher 
prices for crude oil the result of some understanding reached to avoid 
enactment of policies on imports? That is question No. 17 on the last 
page. 

Mr. Buazer. Well, I do not know of any such understanding. I 
understand that here has oe an effort to develop whether there was 
such an understanding. I do not suppose from your standpoint, or, 
to put it another way, I do not suppose that is a tremendously impor- 
tant point because, after all, most of the people in the oil industry were 
not just born yesterday, and that would not have to get together with an 
understanding to act with the same considerations as if they had an 
understanding. I do not know whether I make myself clear or not. 

Mr. Heseiron. You do entirely. 

We have 3 other witnesses, gentlemen, and the chairman indicated 
to me that while he would like to complete the testimony of Mr. Blazer 
before we recessed, he also indicated he thought we ought to recess 
about 1 o’clock and come back here at 2 to take the testimony of these 
other witnesses, 2 of whom are from some distance. I think we ought 
to try to extend them the courtesy of completing this testimony because 
we do have these other witnesses scheduled from national defense and 
mutual security tomorrow. 

If there are some short questions, perhaps any of you who want to 
ask questions for the next 5 minutes, we could get through with that. 

Mr. Witu1ams. I have some of the finest people in the world, Mis- 
sippians, waiting for me in my office. 

Mr. Hesevron. I am under the same difficulty, but they come to me 
from Massachusetts. 

Mr. Scuenck. I cannot be here at 2 o’clock because I have another 
committee hearing. But I would like to have Mr. Blazer indicate 
whether he would like to say whether the increase in the value of re- 
fined products from the crude oil that he refines in his plant, with this 
increase, that total value is not greater than the 25-cent increase in 
crude? 

Mr. Buazer. As I indicated in my statement, I do not expect, or we 
do not expect, to recover as much as 80 percent of the crude-oil advance. 
In other words, if the prices had held that were posted, we just would 
have about broken even there, I think. 

And our company, as a producer of crude oil, even though it is less 
than 10 percent of production, might have been on balance ahead, but 
we know that the advances did not hold or have not held in certain 
areas, and in fact a lot of people went up a cent a gallon, as Mr. Rod- 
man said, but Standard of New Jersey looked the thi ing over and they 
went up four-tenths on a gallon. 

We sell stuff in their area. So the most we could hope to recover 
in the price of refined products would be 75 or 80 percent of the ad- 

vance in the cost of crude oil. And I would say that on balance we 
will be $2,500 a day worse off; that is my calculation, because of these 
advances. So you can see why we have not been enthusiastic about 
the situation. 
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Mr. Heserron. I shall want to ask you a few questions to make the 
record complete, if you can come back at 2 o’clock. For the benefit of 
the other witnesses, unless there is something that develops on the 
floor that we cannot anticipate, I want to try to start promptly at 2 
o'clock. 

If those witnesses will look over their statements, to see if there is 
some repetition that they may simply want to get into the record but 
not read in full, that would help us to complete the hearing this 
afternoon. 

We will stand adjourned until 2 o’clock. 

(Whereupon, at 1 p. m., the committee adjourned until 2 p. m. of 
the same day.) 

AFTERNOON SESSION 


Mr. Hesevron. The committee will please come to order. 

I regret, Mr. Blazer, that more members cannot be present, but we 
have two subcommittees operating today as well as the full committee, 
and a bill on the floor which is of some interest to other members. 
However, I can assure you the committee will avail itself of the record 
that is made here. 

In that connection, I wanted to make certain points clear. As I 
understand it, Ashland is one of the larger, feaate the second or 
third largest of what are called the nonmajor integrated oil com- 
panies, is that right? 

Mr. Buiazer. We might be considered that. I do not know just 
where you make the dividing line between majors and others. 

Mr. Hesevron. I notice that in 1951 the gross operating revenue 
was $28,325,929, and in 1952 it was $31,312,925; is that correct? 

Mr. Biazer. That sounds about right. 

Mr. Hesevron. That the net profit in 1951 of $12,137,972 increased 
in 1952 to $14,249,117; is that correct ? 

Mr. Biazer. That was our reported profit, but it probably gets some 
explanation, which I will be glad to give. 

Mr. Hesetron. Let me run through these various figures and you 
then make any comment you choose. The net profit indicated per 
share in 1951 was $2.37; in 1952, $2.46. The cash dividends remained 
the same in each year at $1. The total assets increased from $129,- 
968,978 in 1951 to $16,902,085 in 1952, and the net crude production 
in barrels increased from $2,862,542 in 1951 to $3,444,490 in 1952. 

Are those figures correct, so far as you know? 

Mr. Biazer. I imagine they are. I don’t carry them all in my mind. 

Mr. Hesevron. Incidentally, do you issue an annual report? 

Mr. Buazer. I will give you ene. 

Mr. Hesevron. Will you furnish one for the committee, please? 

Mr. Buazer. Yes. 

Mr. Heseiton. Now you go ahead and make such comments as you 
choose. 

Mr. Buazer. First, I might say that shortly after the close of our 
last year—that is, 1952 fiscal year—we discovered that we were not 
as well as as we had thought we were. One of the risks in the oil busi- 
ness is sometimes you think you are in a fine oilfield and you are not. 
That is worse than drilling a dry hole. You may not have heard of an 
oilfield called the Sprayberry, which is in east Texas. It was thought 
by him that that was one of the greatest oilfields that the world had 
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ever found. Geographically it was unquestionably the largest and 
even the reserves probably might have been estimated to be the third, 
fourth, or fifth largest. After they had been producing for a short 
while, those wells quit or began to quit, leaving about 92 percent of 
the oil in the ground. We were unfortunate enough to be in there, 
and much of the profit. we thought we had in the last 2 years melted 
away when early this fiscal year we charged off over $814 million 
of our investment there. It was not just a book charge; it was a real 
loss. 

Also as you know, under Federal tax laws, oil companies can take 
credit for intangible development costs from a tax angle. In our 
published statements we took credit for quite a number of millions of 
dollars that we spent in 1951 and 1952 in drilling these wells in 
Sprayberry. 

Early this year we found the wells had to be charged off because they 
had either quit entirely or were rapidly approaching that point where 
very few will probably produce more than a few months more. We 
will not get out of the ground more than possibly 25 or 20 percent 
of the oil we expected to. They should have been producing for 
many years. Instead of that they will produce for a few months 
more. The disparity in the earnings are also accentuated by the fact 
that we took credit last year for tax purposes on those intangible de- 
velopment costs and like most oil companies we capitalized them for 
profit purposes. So now we are in the reverse of that situation. We 
are not getting credits for it, even though we have a tremendous loss. 
So up to date, this year, our company is in the red, but still we are 
subject to considerable income-tax liability. Our estimated income 
taxes for this fiscal year, for 8 months, our fiscal year starting October 
1, was $6,942,000 against an actual loss. 

So to get a true picture of our profits, it is necessary to lump, you 
might say, the 1951, 1952, and 1953 profits. 

T imagine they might average up for the 3 years to around $10 
million a year, as compared to $14 million which we would have had if 
we had not found it necessary to charge off so much money in the 
Sprayberry. 

Mr. Heserron. Is that a matter of litigation ? 

Mr. Buazer. Of what? 

Mr. Hesevron. Is that Sprayberry a matter of litigation? 

Mr. Buazer. No. 

Mr. Hesexitron. I understood there was some litigation on that. 

Mr. Briazer. No; not that I am aware of. Ali that happened 
that the industry spent a number of hundreds of millions of dollars 
developing what looked like a tremendous oilfield. The oil was in 
the ground all right, but due to fractures in the sands it will not pro- 
duce. It produced beautifully at first, and then the gas, which is the 
propelling medium there, started bypassing the oil sand and ¢ going 
through the fractures. Wells that should have been producing a hen 
dred barrels a day today have quit. I think that anyone in trying to 
evaluate the oil industry should take into account those risks. Here 
is a company of ours that had not lost money any year in the 29 years 
we have been in business, and had not lost money any month for a 
great many years, turns up with having to charge off $814 million 
which more than offsets the earnings for the first 8 months of this year. 
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Mr. Hesevron. Js Kentucky Standard a substantial competitor of 
your company ¢ 

Mr. Buazer. Yes. 

Mr. Hesevron. They have been described in this particular article 
as the country’s largest exclusively marketing company. There is a 
record there of an mecrease in net profit from 1951 of $9,777,133 to 
$10,271,684 in 1952, or an increase from $3.75 per share to $3.84 per 
share. Were you here yesterday ? 

Mr. Buazer. No. 

Mr. Hesevron. You mentioned at some length the matter of the 
allowables in Texas. Has your attention been called to a statement 
made on June 18 by Chairman Thompson of the Texas Commission 
in which he said that cuts in the rate of refinery operations now would 
mean that refiners can be back to present rates in the fourth quarter 
of this year? He goes on to say: 

Next year, oil stability can be well assured by reducing inventories in refinery 
runs now rather than later. 

And he is quoted as saying: 

The refinery runs currently are 400,000 barrels daily too high, and imports are 
too high and both must be cut to insure stability in the oil industry next year. 

Have you any comment to make on that statement ? 

Mr. Biazer. Well, as a refiner, I think they are too high. Other- 
wise, we would not have such a weak situation in the refined products 
market. 

Mr. Hesevron. If there were higher runs, what economic impact 
would that have on the price of the products? 

Mr. Buiazer. Well, as I have developed earlier, I think this whole 
advance came from crude oil considerations, and from a long-range 
point of view, both of the public and the oil industry; they are prob- 
ably sound. But I have also said that I questioned the timing of the 
advance because we have a potentially weak market situation on re- 
fined products. 

Mr. Hesexiron. That is, weak in the sense that it is a soft situation 
with the likelihood of prices reducing? 

Mr. Buazer. That is right. If I may put it the other way around, 
it does not appear that refined products are going to be supported at 
high enough advances to support the crude advance. That puts a 
pressure, an economic loss, on the refiners who do not produce their 
own crude. Of course, products markets and prices very definitely 
respond to supply and demand. We would have a much stronger 
market if the refining runs were not so high. Probably if they were 
down 400,000 barrels we would have a more stable market. 

Mr. Hesevtron. You referred a number of times in your statement 
to the pressure of public opinion as being a factor which those who 
have the ananiliite of setting the prices must take into considera- 
tion. 

Mr. Buazer. I am not saying necessarily they must, but I think they 
do. I question whether they should so much. 

Mr. Hesevton. You refer to the rising popular opposition to these 
price advances as leading you to feel that the increase might not 
stick. Was that it? 
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Mr. Brazer. I think that it might not stick, partially due to that, 
and it would be because possibly some of the companies that are so- 
called market leaders might be influenced by that. 

Mr. Heserton. Of course, there is nothing wrong at all, is there, 
about the consuming public reacting to the price set on the product, in 
terms of its willingness or unwillingness to buy? 

Mr. Biazer. There is nothing wrong any time in the public wanting 
to buy as cheaply as they can. But I doubt if their own best interests 
are served if either of two things happen: If through their pressures 
the prices on refined products do not hold and the crude does, that 
puts a big segment of the industry out of business, which is a very 
important segment to the public in competition. I believe in compe- 
tition, and I think that is the only protection that the public has. The 
independent refiners and their independent distributors who buy 
from them are in my opinion vital competition in this industry and 
tend to hold down prices. 

Mr. Hesevton. That leads me to ask you a question which was sug- 
gested to me in quite a bit of detail. I will try to put it to you as 
given to me. You stated that your company supplies independent 
dealers with unbranded gasoline which, in turn, is sold to the public 
at 2 or 3 cents per gallon under the major brands of gasoline. 

Mr. Buazer. Much of our gasoline is, not all of it. 

Mr. Hesston. In New Jersey they have only one unbranded whole- 
saler, and the people in New Jersey think even they purchase their 
requirements from a major oil company. This wholesaler is the 
Hartol Corp. All other independent gasoline retailers selling un- 
branded gasoline purchase their requirements from the major com- 
panies. There is no real source of unbranded or independently re- 
fined gasoline in the State of New Jersey, even though New Jersey 
is the eighth largest consumer State of gasoline in the United States. 

I am advised that you are interested and will help them locate an 
independent supplier for their multiple unbranded stations. They 
would like to negotiate the purchase of a hundred thousand gallons of 
gasoline per month, and are also of the opinion that many other deal- 
ers in a similar category would be much interested. 

I will now offer you an opportunity to get back some of the product 
you lost. What are your reactions ? 

Mr. Biazer. I would like to comment on that. I think it is most 
unfortunate that the independent distributor does not have a so- 
called independent source of supply of gasoline. I doubt if there is 
very much gasoline offered directly to the independent distributors 
in New Jersey that comes out of a so-called independent refinery. 

Mr. Hesevron. That is true, is it not, generally, in the Northeast? 

Mr. Brazer. I think so. And that is really the gist of all I have 
been trying to say today: That although that is not true in the Middle 
West and most other parts of the country, if the independent refiners 
get the squeeze that is threatened now, what is true in New Jersey will 
be true in most of the rest of the United States. 

Mr. Hesetron. Seriously I know this suggestion was offered to me 
in complete sincerity. Do you think that companies like your company 
would be interested in trying to build that possibility up in the 
Northeast ? 
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Mr. Buazer. I will be glad to tell you about that. We have given 
serious consideration to building a plant in New Jersey at times in the 
a As one of the largest independent refiners and probably the 
argest that engages primarily in refining and not in our own market- 
ing, and not in crude oil production in a large way, we are always look- 
ing for places where we can build an independent refinery to supply 
independent distributors. But there are two things that would deter 
us or have deterred us in going into New Jersey and that general area. 
One is the buying habits of the public. Actually the public on the 
eastern seaboard seems to think that any gasoline is poor gasoline if 
they don’t happen to have heard of the name of that gasoline before. 
They are conscious of a dozen brands, maybe, and the experience of 
the last few years is that little-known brands of gasoline have a hard 
time in that area. 

Mr. Heseiton. Where do you mainly market the gasoline that you 
refine in your Pittsburgh refinery and in the one in the vicinity of 
Buffalo? 

Mr. Buazer. In western Pennsylvania. 

Mr. Heseiton. How about Buffalo? 

Mr. Buazer. In western New York State. We are having to meet 
that problem in western New York State because it is almost as bad 
there as it is in the East. We are greatly increasing the capacity of 
our Buffalo refinery, which was built originally to supply fuel oil to 
the steel industry and furnace oil to householders, and not as a gaso- 
line plant. 

Heretofore it has had a small yield of gasoline. But because of 
these conditions that we have talked about in the refineries, we are 
spending $10 million on that plant. 

Mr. Heserron. Which plant is that, the Buffalo plant? 

Mr. Buazer. Buffalo. And that plant is being remodeled and 
modernized, and will be completed early this fall. But it will be very 
difficult for us to probably find the market for that increased gasoline 
because it takes a long time to build up, apparently, acceptance for 
private brands in the east, whereas that is not true in the Middle West. 

Mr. Hesetron. Generally, as I understand it, the unbranded sell 
from 2 to 3 cents below the standard brands. 

Mr. Buazer. They often do. 

Mr. Heserron. And the quality—now that I have.you here, we 
might as well get it in the record—the quality is just as good; is it not? 

Mr. Buazer. Not always, but usually. If it is put out by our com- 

any it is. 

. Mr. Hesetron. I might suggest that you may have a golden op- 
portunity now in the Northeast. If it is merely a question of con- 
vincing the consumers of the Northeast that they get just as good 
gas a your place at 2 or 3 cents less a gallon as they get from the major 
suppliers, you may be able to break into that market. 

Mr. Brazer. Maybe you would like to know how they can supply 
just as good gasoline at 2 or 3 cents a gallon lower. 

Mr. Heserton Why is that? 

Mr. Buazer. Simply because they have lower marketing costs. 
Actually, a station that sells 10,000 gallons a day costs probably two- 
thirds or three-fourths as much to operate as one that sells 20,000 or 
35,000 or 40,000 a day. So it really means that a so-called price cut- 
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ter makes up enough in extra business in his station, his overhead 1s 
probably the same, his rent is the same, his lights are the same, and 
the only extra are his service station attendants and he probably sells 
enough extra motor oil, which is his big profit factor, to probably 
take care of that. 

So the result of the two he gives away to the public the saving from 
this large gallonage, and the fact that he gives the public this saving, 
brings the large gallonage in, so there is a circle there. But one of 
the problems that you have in New Jersey or that area is to convince 
the public that it is just as good gasoline. 

Mr. Heserton. I have seen enough and heard enough of the price 
wars in New Jersey and Hartford and other places, and I know of 
current difficulties that exist in the immediate area of my own district, 
so it might pay to send some good man up there and survey the public 
opinion. 

Mr. Buazer. I said there are two factors. We have only been talk- 
ing about one of them. The other factor is what this whole discus- 
sion has been about today, the margin between the price of crude and 
the price of refined products. We could probably operate today 
profitably in your area, or in New Jersey, or in New England, on a 
price for gasoline f. o. b. refinery of 13 or 1314 cents a gallon. That 
isn’t a familiar figure to you when you look at the price on the pumps. 
That is what we would probably sell to an independent distributor 
for. But we are not in a position ordinarily to supply an independent 
distributor the gasoline at a lower price than the major oil companies. 
Our price is usually about competitive with theirs, but we are a more 
dependable source of supply. When I say “We,” I mean we and other 
independent refiners, 

The independent distributor has a lot more confidence in the re- 
finer who looks to him for a market for his outlet than he does of a 
major company that is his chief competitor, because the major com- 
pany may move 10 or 15 percent of their output through these inde- 
pendent jobbers, whereas we would reverse it. We would have 85 
percent through them and 10 or 15 percent through our own. So there 
is that factor of confidence between the supplier and the distributor. 

The distributor has to put a lot of money up, and he does not want 
to put his money up and maybe a year from now be squeezed out 
on account of a source of supply, as I mentioned in the case of Cali- 
fornia this past year or two. But there has to be the assurance, on 
the other hand, that the independent refiner—or a reasonable assur- 
ance—that he will have refining profit between the price of crude and 
the price he sells his gasoline at to these distributors. 

Mr. Heseiton. Does your company operate any retail stations? 

Mr. Buazer. Not that I know of. We own some and lease them 
out. 

Mr. Hesexron. Is that any great amount ? 

Mr. Buiazer. No. I suppose that 5 percent of our output, or less, 
would be marketed through stations that we own, and I suppose 10 
to 15 percent might be distributed from there to service stations that 
we do not own, But the bulk of ours is sold to independent dis- 
tributors such as the party that probably sent you that wire. I want 
to point this out: I believe that it can be done, this breaking in of 
the eastern seaboard. Those independents were in there, as I said, 
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originally, and over the last 20 years they have been crowded out. 
They do not go broke, I want to point out, but the pressure, economic 
pressure, gets so great that they sell out to their major competitors. 

Mr. Hesevton. I think there are some independents in New 
England. 

Mr. Biazer. I am sure there are. 

Mr. Heseiron. I am quite sure I know of one in Springfield. But 
I don’t know how far that process of driving them out has progressed. 
Mr. Harris, do you have any questions ¢ 

Mr. Harris. I have not had the opportunity and privilege of being 
here. I therefore refrain from asking any questions for fear there 
might be some repetition. I have looked over Mr. Blazer’s statement 
hastily, and I just would like to ask this one question. 

I appreciate the apparently very fine discussion that you have given 
in your statement, Mr. Blazer, as to the importance of the adjust- 
ments in the price situation affecting the oil industry, the circum- 
stances and conditions that would require adjustments to meet de- 
mands, and how the supplies are obtained. 

I observe that you caution anyone who would try to impose certain 
economic controls, or Government regulations on the oil industry. 
Is that true or not? 

Mr. Buiazer. That is correct. I don’t think anybody is smart enough 
to take the place of competitive factors. 

Mr. Harris. And the theories that you have had in price adjust- 
ments in the industry from the exploration program on through the 
refined products to the retail station is a result of that freedom of 
economic operation in the oil industry ? 

Mr. Buazer. That is right. There are individual adjustments that 
naturally represent the judgment of somebody, and they are some- 
times wrong. But if you leave it to poor economics, it will correct 
itself. 

Mr. Harris. And it is your opinion, I assume, that if recent increases 
in the price of crude oil are out of line, that economic conditions will 
take care of it in time? 

Mr. Buiazer. There is ne question about it. There might be some 
people hurt badly in the meantime, but nobody is strong enough to 
fight and stop the true economics and the play of economics in the oil 
industry. 

Mr. Harris. Well, when you have a really true, strong, competitive 
situation that exists, there will be instances in which somebody is 
going to get hurt, isn’t that true? 

Mr. Buazer. That is right. I am worrying about those so much if 
we do not inject in addition to that, factors that are not economic but 
governmental, or maybe some times expressing popular opinion which 
always is on the side of lower prices for gasoline and fuel oils and so 
forth. But the popular opinion is somewhat the product of govern- 
mental agencies and newspapers and so forth. I only have confidence 
in one thing, and that is true competition and true economics. 

Mr. Harris. In other words, you are not expressing any personal 
feelings as to approving or disapproving the general increase of 25 
cents a barrel in crude oil, but your opinion is that that is a part of 
the operation and you do not think it should be disturbed, but to let 
it take care of itself? 
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Mr. Buazer. | think that is right. If I had been the person who 
had the right to say about a crude oil advance, I would not have made 
it at this time. But that would only be my individual judgment. I 
believe whoever made those advances were just as sincere in their 
judgment as I would be or anyone else would be. After all, two 
people can look at the same thing and have a different opinion. People 
have to interpret. 

Mr. Harris. Well, the record shows that the first advance was made 
back in February, and that was in California. There seems to have 


been no concern expressed about it. And the record shows that proba- 
bly the second advance was in Pennsylvania, when apparently no one 
had noticed that whatsoever. That is up in Erie where you operate. 


Do ee feel anything with reference to that 15-cent advance ? 

Mr. Buazer. Let me explain that: Those are entirely different situ- 
ations. ‘They are specialized situations. Pennsylvania crude oil and 
the prices of ‘Pennsylvania crude oil are not very close ‘ly related to the 
prices in the rest of the industry. The gasoline situation, primarily, 
controls crude oil, but in Pennsylvania it is the lubricating crude, 
the finest lubricating oil crude in the world, and its advance and decline 
sometimes are a direct opposite of oil prices generally. So I don’t 
think it profits anything but a matter of sup yply or too much Penn- 
sylvania crude. The California situation is comparable to that be- 
cause of the distance out there and the cost of transportation, they 
have had a serious shortage, as I explained earlier, in petroleum and 
petroleum products out there, even though the rest of the country was 
not experiencing that. 

Mr. Harris. The record is very clear on that, and it seems it was 
justified. 

Mr. Buiazer. It was justified and there was no question. 

Now, this other is, as I said, a matter of judgment. I expect, as I 
have said, probably this crude oil price advance will prove to have 
been justified. But nobody can say for sure, although I would have 
thought it would have been better to have waited until it was a little 
more clearly indicated. But I don’t think it was collusion. 

Mr. Harris. Of course there is obviously a difference of opinion as 
to the minds of businessmen in different phases of industry, is there 
not ¢ 

Mr. Buazer. Yes. 

Mr. Harris. That is all, Mr. Chairman. 

Mr. Hesevron. Mr. Wolverton ? 

Mr. Wotverron. No questions. 

Mr. Hesevron. Anyone else? Well, we thank you very much for 
coming here and giving us this information. 

As I understand, Mr. Brazell, you wanted to go on at this point? 


STATEMENT OF REID BRAZELL, PRESIDENT, LEONARD 
REFINERIES, INC., ALMA, MICH. 


Mr. Brazert. Thank you. I have a prepared statement which the 
clerk has, but rather than read it, I think I can comment as we go 
along. 

Mr. Heseiron. You want the statement to go in full into the record ? 

Mr. Brazewu. Yes, sir. 
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Mr. Hersevron. That does not appear to me to be too lengthy a 
statement. I notice there are some statistics that perhaps you “might 
not recite, but I have an idea the committee would be interested in 
your statement. 

Mr. Brazex. All right, sir; we will read it. 

Mr. Hesexron. And then comment as you go along. 

Mr. Brazeti. My name is Reid Brazell. fam president of Leonard 
Refineries, Inc., of Alma, Mich., a company owned by approximately 
1,500 families, employing 160 people, or representing approximately 
8,500 people. 

I thank you for inviting me to appear before your committee to 
express my views relative to the position of the independent refineries 
on the recent increases of crude-oil and oil-product prices. 

I can assure you, the committee, that the independent refiner is very 
concerned with the increase in crude-oil prices and uncertainty con- 
cerning prices for refined products and as to what he may be able to 
do under present conditions to avoid disaster. I will go further and 
state that if press reports are accurate we have good cause to be 
extremely concerned for we are about to close down our businesses, 
I want you to know that I am not speaking for our company alone, 
but also for all the independent refiners of Michigan. Here, today, 
at this hearing are representatives of eight Michigan independent 
refineries. Another one was supposed to be here, but he didn’t get 
here. I would like to read into the record a wire which he sent to 
me. These eight independents are alive and they can stand up. 

Mr. Heseiton. Would you care to have them stand and you identify 
them for the record, so the record will be complete ? 

Mr. Brazevyi. Yes, sir. Here representing the Roosevelt Oil 
Refining Co. is Mr. Allen Morrow. He is a refiner at-Mount Pleasant, 
Mich. 

Representing the Lakeside Refining Co. is Mr. Brummitt. They 
live down at Kalamazoo. 

For the Bay Refining Co. at Bay City, Mich., Mr. Bob Humphrey. 

Representing the Oseola Refiining Co. at Reed City, Mich., is Mr. 
Gus Hanson. 

Representing the Napsol Refining Co. at Muskegon, Mich, is Mr. 
Vern Berger. 

Representing the Old Dutch Refining Co. at Muskegon, Mich., is 
Harold McClure. 

Representing Mid-West Refineries, and they have their office in 
Grand Rapids and their refinery in Alma, is Mr. Woodward. 

I am here representing the Leonard Refineries. 

Mr. Hesevron. You have a telegram you wanted to read? 

Mr. Brazexy. I have a telegram from Mr. E. G. Guy of Crystal 
Refining Co. at Carson City, Mich. I received this yesterday morn- 
ing at 10: 30: 


We are unable to have a representative present at the hearings, but would 
ask you to please act for us to the extent that you can and please make clear 
to the committee that under the present and past prices, we have lost money 
every month this year. At the present prices we will apparently continue to 
lose money. You know how inexpensively we operste. And still the present 
prices do not leave us margin enough to provide a profit. 


Signed “Crystal Refining Co., E. G. Guy.” 
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These Michigan refiners have made the journey here to Washington, 
D. C., in the middle of July, coming from that great vacation land 
of Michigan. One must really have a real cause to come here at 
this time of the year. Those folks, as I, are charged with the respon- 
sibility of looking after the investments of their stockholders and the 
jobs of their employees. That group of small refiners from Michigan 
represents approximately 28,000 people, stockholders, and employees 
and their families. Looking out at the audience I see several of my 
friends, independent refiners from Oklahoma and Kansas, are also 
present. 

Now to move directly to the discussion of product price increases. 
Independent refiners do not as a rule produce very much crude oil, 
ifany. The whole bunch of Michigan refiners together do not produce 
enough crude oil to supply the smallest refinery in that State. 

I would like to describe to you very briefly, but in full, the opera- 
tions of an independent refiner: He is a manufacturing merchant. 
He purchases his raw material, crude oil, processes the crude oil in the 
refinery, and sells the product therefrom. It is just that simple. 

It does not take any economics genius to recognize that if the inde- 
pendent refiner has an increase in the cost of his raw material, he 
either has a like amount reduction in his income or, if he is to maintain 
the same rate of income, the full extent of the price increase must be 
passed along in the form of increased product prices. 

Prior to the present increase, there has been no increase in the price 
of gasoline f. o. b. the refinery since 1949—that is, in Michigan. 
During that period 1949 to the present we have had and have absorbed 
price increases in all materials used in our refinery operations, such 
as equipment, chemicals, repair and maintenance material, and during 
that same period, 1949 to the present, wages of our employees have 
been increased approximately 49 cents or about 36 percent per hour. 

Other refineries have had like increases. During the period 1949 to 
the present the quality of gasoline has increased in Michigan from 
80 octane numbers to 88 octane numbers for regular grade gasoline, 
an 8-octane-number increase. 

In that particular bracket octane number costs a minimum of 
one-eighth cent per gallon. We refiners, therefore, are entitled on that 
basis alone to 1 cent per gallon on gasoline for the quality increase 
to offset the increased quality cost. 

Taxes have increased. Taxes on gasoline in Michigan amount to 
the equivalent of 33 percent sales tax and in the country generally 
taxes on gasoline represent approximately a 36-percent sales tax. 

Now we have a crude-oil price increase. We have had no choice 
but to increase our product prices. 

All over the country the quality of gasoline has increased, and all 
refiners, independent and majors alike, are entitled to recover those 
added costs. 

I would like now to give you some figures that will indicate without 
question the fact that Michigan refiners must pass on any crude-oil 
price increases. Recently the Michigan Legislature was considering 
a revenue bill that would have affected the Michigan refiner, as well 
as others in the oil business. There was presented to that committee 
a composite of refinery figures. Those figures revealed that 13 inde- 
pendent refineries in Michigan during a recent 12-month period proc- 
essed 32 million barrels of crude oil. There was an average profit 
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hefore taxes of 11.04 cents per barrels and 5.25 cents per barrel after 
taxes. They employ 1,644 people and hi: ‘al an annual payroll of 
$8,850,000. 

I might add that since those figures were accumulated there has 
been, in several refineries, a wage increase, including our own refinery, 
that would further reduce the profit margin; 11.4 cents per barrel 
profit before taxes—and now 30 cents per b: irrel increase in the cost of 
crude oil. The crude prices did go up 30 cents in Michigan. The 
answer is quite obvious. Either product prices must remain up, or 
the independent refiner goes out of business. The owners lose their 
money ; the employees lose their jobs. 

Independent refiners in the midcontinent area are, I am sure, 
having a rough time trying to make ends meet. T shinies the published 
prices : of various products and applying those prices to the yield of 
products indicate a very small margin for those refiners to process 
crude oil. I doubt seriously if they can do so without a loss. 

You may say, “O. K., you independents need it, go ahead and raise 
your product prices, but the big companies should roll back their 
product price increase.” Gentlemen, it just doesn’t work that wa 
We cannot possibly sell at higher prices than the national intend 
name petroleum products. We wouldn’t last 2 weeks. 

I am sure that it is unnecessary for me to remind the committee of 
the importance of the independent in business, whether he be an in- 
dependent refiner, an independent grocer, or what have you. He is an 
active minority, a prod in the side of the lar ge companies. The inde- 
pendent promotes keen competition between ‘all units, large and small. 
We independents sometimes have some pretty rugged fights among 
ourselves in Michigan. However, when we are in danger, as we 
appear to be now, we can fight together for a common cause. 

We independent refiners do not fear the major oil companies as long 
as their competition is developed in a free atmosphere. We know that 
because of our flexibility that we can outmaneuver them at every turn 
in the road if we are free to plan our own strategy. Secondly, we 
know that the major oil companies are too busy fighting with each 
other to pay more than passing attention to us. 

We do have great fears and doubts, however, of some who profess 
to be the friend of everyone, individuals and corporations alike. 
Those fears are of the Government itself—specifically Congress. 

This committee, I am sure unwittingly, in its enthusiasm | to protect 
the public from what it thinks is a great wrong, is about to accomplish 
something that no other force has ‘been able to do; that is, put all of 
the independents out of business. I hope the committee does not take 
very seriously the testimony of one witness that appeared before you 

early in your hearing, the person who for years has been seeing a 
sinister thought behind every move that has been made by any “oil 
company of any size, one who apparently has only one thought in 
mind—socialize or nationalize the oil industry. 

We have great faith in our Congress and the men and women that 
make up those bodies. We do not think that with the facts before 
you that you will permit anything to happen that will jeopardize the 
independent businessmen. 

Mr. Hesevron. Mr. Brazell, did you have an opportunity to ex- 
amine the questions that the chairman of the committee submitted at 
the outset of the hearings? 










































AS elenonrcn mete 


tim 













PETROLEUM STUDY 495 


Mr. Brazevi. Yes; I have. I have not prepared any comments. 
I will be glad to prepare them and send them to you. I don’t want to 
“freewheel” them in. 

Mr. Hesevron. I think that would be very helpful if you will do 
that. If there is any particular comment you would like to make to 
those of us who are here, on any of those questions, we would be glad 
to have that. 

Mr. Brazevu. I will prepare them and send them to the committee. 

Mr. Hesevron. Mr. Harris? 

Mr. Harris. I do not believe I have a question, Mr. Chairman. I 
might comment on one thing here, which is very interesting to me. 

We do have great fears and doubts, however, of some who profess to be friends 
of everyone, individuals and corporations alike. Those fears are of Government 
itself—specifically Congress. 

And about two paragraphs further on the next page: 


We have great faith in our Congress and the men and women that make up 
those bodies. 

Mr. Brazevi. Maybe that is a little bit inconsistent, or sounds that 
way, but I don’t think it is. 

Mr. Harris. I understand perfectly well what you mean, and I 
thoroughly agree with you. 

Mr. Hesevron. Mr. Thornberry, do you want to add to that? 

Mr. Tuornperry. No; I believe I have no questions. 

Mr. Heseuron. I notice that the Michigan Petroleum Association 
issued a statement. I do not know whether this is the whole state- 
ment, but this is all there is in this particular article: 

In view of the fact that recent price increases were announced as due to 
increased cost of doing business, it is inconceivable that the supplying companies 
would not provide a share of the increase for the jobbers of the industry, 
commensurate with the function we perform. We have instructed our jobbers 
to discuss with their suppliers ways and means of bringing about such an 
adjustment. We have also instructed our executive secretary to communicate 
with the supplying companies, urging immediate action. 

Has anything happened as a result of that ? 

Mr. Brazexyi. Well, actually I think there has been an announce- 
ment by one or two companies, I don’t know that there was any rela- 
tionship between that comment and the action that took place, but I 
understand there are two companies that have offered a little wider 
margin to their distributors. 

Mr. Hesevron. What is the average margin now? 

Mr. Braze.y. It has been about 234 cents per gallon to the dis- 
tributor and some of them went up to 3. It varies. I think that 
you would find there would be many variations in the net total of 
the margin. Some of them give a lesser margin and then they give 
a larger amount for advertising allowance. Some of them have a 
higher sounding margin and no advertising allowance. It is kind 
of like fringe benefits, you know, on wages. It varies all over the 
map. 

Mr. Heseitron. If my figures are correct, in terms of what you 
said on page 3, as to the 13 independent refineries in Michigan, their 
profit after taxes was $169 million. Could that be right? 

Mr. Brazetu. Well, I didn’t do the arithmetic, but they ran 32 
million barrels and they had a profit before taxes, it says here, of 11.04. 
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Mr. Hesettron. That figure I gave was my hurried multiplication 
of 32 million multiplied by the 5.25 per barrel of taxes. 

Mr. Braze.x. Well, I don’t believe—how many dollars did you say ? 

Mr. Hesetron. It makes the $168-million figure. 

Mr. Brazetzi. Well, I am sure that is not correct. 

Mr. Hesevron. What was that? No; it could not be that. I used 
the wrong figure. It would be $1,680,000. 

Mr. Brazetx. That is about right. 

Mr. Hesston. That, of course, is not taking into account your 
operating expenses or other expenses ? 

Mr. Brazeww. That is profit after they get through with the oper- 
ating expenses. 

Mr. Hesewron. That is what? 

Mr. Brazexu. That is the profit figure after operation expenses are 
taken out. That is after they process the crude oil, You see, as it 
was pointed out to you by others here, about 70 percent of the total 
cost of sales is in crude oil. In other words, out of every $10, $7 of 
it is to pay for the crude oil delivered to the refinery before processing. 
Then there is added to that the refinery processing costs and other 
costs, distributing costs and so forth. 

Mr. Heseron. I was interested in one sentence, “We know because 
of our flexibility we can outmaneuver them,” meaning the majors, 
“at every turn in the road if we are free to plan our own strategy.” 

Do you want to develop that a bit? 

Mr. Brazett. Do you want to find out what I was aiming at? It 
seems to me as though there was a bill introduced in the Congress 
to have some sort of a national petroleum authority. I think you 
would be pretty well familiar with the author. 

Mr. Hesetron. I think I am familiar with that. 

Mr. Brazevi. And with that kind of a deal, we just could not com- 
pete. You are supposed in Government to treat everybody alike, the 
big ones and little ones, and if you have a set of rules you would 
have to apply it to the big ones and little ones alike and we cannot 
compete. 

You see, we can make up our minds, if a certain situation comes 
along, and it looks like we should change directions, we can do that 
just that quick. There are only 1 or 2 guys making the decisions. 
You know it is easier to get an act through Congress than it is for 
a major oil company to change its policy and they are so large that 
it takes a long time for them to turn around. 

Mr. Hesevron. I was trying to get at your flexibility there. How- 
ever, as long as you brought it up, let me say this to you in all serious- 
ness: In the first place, we had a fine delegation of your legislature 
in at the very outset of this hearing, expressing considerable concern 
with what was going on in Michigan. We listened to them with a 
great deal of sympathy and interest. Quite probably the conditions 
m the Northeast may differ from those in Michigan, although I sus- 
pect they are not too different. 

I have been very much interested in the response to the suggestion 
of a commission, and I must say to you that that is response as of 
now, both in the press and in the mail I have received. It indicates 
a very substantial interest in the possibility. Most of the press that 
has commented on it, however, has in effect said something like this: 

If we don’t like Government to control or regulate business, we 
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realize it has been made necessary by business itself in some instances, 
notably the creation of the Interstate Commerce Commission when 
the business people so far forgot the interest of the public that they 
professed that they were interested i in, that it reached the stage when 
the public began to take concern. If and when the oil industry, which 
has a major responsibility, and which it indicates it knows about 
in its statement, reaches the stage and public opinion decides that 
their attitude toward their interests, talking about the public, both 
in terms of their economic welfare, and in terms of their own Na- 
tion’s security, has reached the point where the attitude can probably 
be said to be “the public be damned,” the oil industry itself will be 
the one that will be responsible for bringing regulation on itself, not 
any Member of Congress or any group of Congress, not even if the 
majority of the Congress proposed it. 

They will be the ones who brought it about. The responsibility is 
clear and I want to make that very clear at this point in the record. 

Mr. Brazexu. I think that your observation is a very good one. 
You said if the oil business or the oil people, as you understand it, 
if they do not do right by the public, then you are going to have 
to do something about it. 

I think there is pretty good evidence that they have been doing 
a pretty fair job of looking after the public, because 514 years have 
elapsed since the crude price increase. We are selling gasoline at 
our refinery today at a lesser amount than we were in 1949. I know 
the public is paying more in some cases than it was a few years ago. 
But for the most part that is an increase in taxes or it is an increase 
in the margins that the dealer elects to put in effect. He can raise 
his price. 

In fact, a whole gang of them did that one day up in Lansing, Mich., 
just recently. They said “Well, we are going to raise the price.” 
They did and they got an extra cent. We didn’t get any of it. This 
happened in several other places, where the dealer put an increase in, 
and the cent increase went on. I don’t quarrel about it. But I would 
like to have the record show the facts that it is not the refiner, it is not 
the one that you call the oil business, or think of as the oil business, it 
is as a general thing the dealer, the marketing end that moved some of 
those prices up. The refiner has not had the increase. Yet he has 
spent millions of dollars to equip himself to make the quality of prod- 
uct that the public has demanded. It just seems to me that maybe the 
oil industry has attracted a lot of attention for some reason, they seem 
to be people that folks like to talk about. Maybe it is because it has a 
commodity that is used by most everyone. But let’s take a look at 
the price of an automobile. I don’t want to pick on the automotive 
industry, as they are our customers. But you know the price of 
automobiles has gone up quite a lot. Take a look at the price of milk 
around in a few places. It goes up. The price of practically every 
thing has gone up. That is, except petroleum products. I recognize 
what you are thinking about. Incidentally, I would like to make one 
other observation : 

I heard, with some amazement, statements that were made in here 
and no one refuted them, that the price of gasoline in Washington, 
D. C., was the same all over. I am sorry that Mr. Springer is not 
here. I could let him in on a secret. I am rather a curious sort of 
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an individual, so I said to a friend of mine who happens to be in the 
room now, who lives out toward Silver Spring, “When you come down 
to work in the morning why don’t you stop at a few service stations 
and see how the prices are, if they are all the same. Don’t go out of 
your way.” 

He stopped at a few out there on the way in. At Georgia Avenue 
and Piney Branch Road, 3 service stations treme, all big companies, 
and the regular-grade gasoline at 1 station is 29.7, on the “other corner 
it is 29.3, and on the other it is 28.9. 

Then going on down the street a little farther, there is another major 
oil company station that sells at 27.9, further down is 28.9, and you 
come down to 13th and Taylor and you will find one at 28.4. That 
28.4 price and the 28.9 price are the same company’s service stations, 
and a pretty big outfit, too. So there is a difference. They are not 
all the same. 

Mr. Hesevron. Will you let me in on the secret of where the 28.4 
station is? 

Mr. Brazevy. Yes. I will just give you this list. 

Mr. Hesevron. I wanted to ask you 2 or 3 more questions: Does 

your company sell any products to the major oil companies? 

Mr. Brazen. Do we! 

Mr. Hesevron. Yes. 

Mr. Brazen. Occasionally ; yes, sir. 

Mr. Hesevron. On what basis? 

Mr. Brazevvt. On our posted price basis less a quarter of a cent a 
gallon. If we sell to another refiner, it has been a custom that we sell 
at a quarter of a cent off the posted price. 

Mr. Hesevron. Is that true of your associates who are here? 

Mr. Brazewu. I believe it is. I don’t know too much about their 
business because I have to keep so busy looking at our own, to keep 
them from getting our customers. 

Mr. Heseiron. Let’s assume it is, unless somebody registers a dissent 
here, and wants to speak for himself. You heard Mr. Burks say 
yesterday that the price reductions in distillates which his company 
made in the last 10 dave were passed back to the refiner. Has this had 
any effect on you ? 

Mr. Brazevu. A cut on the east coast has not as yet had an effect in 
Michigan. But I would like to state this fact, that in Detroit, which 
is a large consuming area, two companies that are large marketers of 
household fuels have not raised their price at all. Others went up 
eight-tenths of a cent a gallon generally, and that varied, too. But 
that was the top one. That was the price Standard of Indiana raised 
theirs. We raised ours clear up to the top figure because we don’t 
recover quite all of this increase. 

Mr. Hesevron. Has there been any reduction since that time ? 

Mr. Brazeti. Not to my knowledge. 

Mr. Hesevron. If all the companies do so reduce, will that affect 
you? 

Mr. Brazevi. If they do what? 

Mr. Hesevron. If they do so reduce the distillates, the supply com- 
panies. 

Mr. Brazetv. Did you say if they overproduce? 


Mr. Hesevron. If all the supplying companies were to reduce on 
their distillates would that affect you? 
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Mr. Brazecv. ‘Surely. -We can’t sell at any higher price than the 
others. 

Mr. Hesevron. Just as a general question, you have said probably 
as well as it could be said, but if you care to enlarge on it a little bit 
I am curious as to how you can compete with an integrated company. 

Mr. Brazett. With an integrated company ? 

Mr. Hesevton. Yes. 

Mr. Brazetu. In the first place, we consider them fair game. There 
are many ways. They have these service station deals which you 
heard Mr. Burks describe, and I think you could have as many varia- 
tions as you almost have service stations. The deals are different but 
they have a fellow—let’s assume, that is running a service station—he 
owns the station and has been handling their products maybe under a 
lease and maybe not. Then his lease runs out. Well, he has had a cer- 
tain type of margin. We go in and offer htm more margin. He says, 
“Well, I can make some more money.” Se he becomes a customer, and 
changes his brand. 

Another thing, they know that if you have the proper type of 
equipment, the independent, as Mr. Blazer indicated, tables as good 
or better quality than the majors. I can tell you in our own case, in 
our company, we have a regular grade gasoline that is 88 octane num- 
ber. Well, the Indiana company, octane number there now is 86, or 
86.5, something like that. But there are some other competitors. Sun 
is up around that 88 number. So we have to keep up our quality. 
These people know that—the ones that are in the business. They 
know the quality is good, they know the service is good, and some- 
times they might like to come around and talk to the vice president 
of marketing or maybe they want to talk to the president. They 
just come walking in and put their feet up on the desk and sit there 
and talk a while and go back. They can’t do that with Gene Holman 
because he is too busy or with Harry Burks, but they can with us. 
They kind of like to come around and do that once in a while. 

We put out a new gasoline the other day. I don’t like to use this 
as a forum to make an announcement, however, it has been well an- 
nounced all over the area. 

Mr. Hesevron. Do not worry about that; everybody else thinks 
the same of it. 

Mr. Braze.v. But noting that we were going to eventually have 
the quality of gasoline go up, and up, and up, and it has been for sev- 
eral years, since the war, we decided that we needed something to 
attract attention and help us get some more customers. So we put 
out an announcement to the public and made available to them on 
the 16th of June a 96-octane premium gasoline. We are charging a 
price of a cent a gallon above the price that we would have charged 
for a regular type of premium gasoline. 

It just happens that is about the highest octane gasoline there is 
any place in the United States. I don’t know of any other. The 
public seems to be liking it pretty well, and some of these new cars— 
I heard you, Mr. Chairman, say you had a Buick automobile—we 
had the automotive engineers up, and we had a dynamometer. The 
big three, General Motors, Ford, and Chrysler were there. We had 
this dynamometer. We took a new Buick and put in 9114 octane 
gasoline in the car and took the tests, the power, and so forth that 
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was given out, and then we switched over to a 96 octane gasoline, 
tuned the thing up to the top, and then we got 10 percent more power, 
which showed up on the dynamometer, on the 96 octane gasoline, 
than it did on the 9144. 

The price is 3 percent more, but they have a chance to pick up 10 
percent more power. If you picked up a little bit over 3 percent 
more power, you could still buy the gasoline, pay the extra cent a 
gallon for the gasoline, and still you would make money on the deal. 

Mr. Hesxrron. I take it you and your associates have been able to 
successfully demonstrate to a large part of the consuming public 
that you have a real quality product even though it does not carry a 
national brand name. 

Mr. Brazevi. It has a brand name, but it is not national. 

Mr. Hesexton. That is what I mean. 

Mr. Brazen. I am quite familiar with the operations of the inde- 
pendent refiners. I think you may remember my having appeared 
before you previously. My last occasion was when I was director 
of refining at the start of the PAD over here, the Petroleum Admin- 
istration for Defense, so I have been fairly familiar with what goes 
on in these refineries and their problems. An independent refiner 
has a lot of problems. He has to stay alive somehow, and they have 
to get enough money to build the equipment required to make the 
quality of product that is necessary. 

To get that money he has to have something to attract backers to 
loan him a little money, because he does not have enough in the till, 
his operations are too small. He has to pay that back out of profits 
after taxes. 

Mr. Hesevron. As I understand your position, you and your asso- 
cietes, definitely do not want to see any rollback in the products 
prices! 

Mr. Brazeiu. We couldn’t stand it. 

Mr. Hesexron. That is, without a similar reduction in the price 
of crude. 

Mr. Brazewt. That is correct. It is just very simple. Frankly, 
these major companies are kind of weak-kneed when it comes to a 
little pressure from the public. Their public relations departments 
seem to be running their companies somewhat. You say that is all 
right. But you know, when you start scaring them around, and get- 
ting them up here, and asking them a lot of questions, you might 
cause them to do something that would really fix us. 

Mr. Heseuron. I must add that I have not seen any trembling of 
knees to the point of their knocking or anything like that. I will 
say I hope they do get a little scared. It might be a good thing for 
the public if they did. But I do not want them hurting you. 

Mr. Brazevx. No, that is right. 

Mr. Hesexvton. I think your case is a perfectly sound one. 

Finally, what is the situation now in Michigan with reference to 
the legislative committee? Has any action taken place? 

Mr. Brazeit. Yes. I think you probably discovered that they 
had little knowledge of what they were going to do. They liked 
to get headlines, some people do that sometimes, and they are going 
to investigate somebody, and they jumped on the oil business. ‘That 
is what they are doing out there. I think you folks questioned them 
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sufficiently here and found Mr. Broomfield was armed with no answers 
and I think he had a very vague idea what he was going todo. Since 
I have been over here, my oflice told me I have received a letter from 
a fellow who is apparently counsel or going to be for their com- 
mittee, asking us to submit information about prices, and asked me 
to make myself available to talk to him in about 2 weeks. I don’t 
know what is going to happen. 

Mr. Hesevton. Apparently you are going to have a rather heavy 
extracurricular activity. 

Mr. Brazeuu. It sounds like it. 

Mr. Hesevron. Are there any further questions? Apparently not. 
We do want to thank you very much, and your associates, for coming 
in and giving us the benefits of your experience. 

Mr. Brazeiu. These fellows are back here and they are all live 
ones today. They are all here and I just wanted you to know that 
we do have independent refiners. There are a lot of companies other 
than Standard and Socony-Vacuum and Phillips. 

Mr. Hesevron. We are very happy to have each of you gentlemen 
here. We appreciate your taking the trouble. 

Mr. Brazevi. Thank you, sir. 

Mr. Heseiton. We have two further witnesses. I do not know 
how long their statements are going to take. If any one of the 
Michigan gentlemen care to add anything briefly, the committee would 
be happy to have it in the record, or if they feel they have been ade- 
quately represented, and I must say I think they have, we will let 
it go at that. 

All right, then, the next witness is Mr. Smith of the Vickers Pe- 
troleum Co., Inc., of Wichita, Kans. 


STATEMENT OF J. B. SMITH, EXECUTIVE VICE PRESIDENT, 
VICKERS PETROLEUM CO., INC., WICHITA, KANS. 


Mr. Smirn. I have prepared a statement here which I can read, 
or summarize in the interest of conservation of time, if you want 
me to. 

Mr. Hesevron. It is only four pages long. I think you might read 
it and we will get along just as quickly. 

Mr. Smiru. All right. 

My name is J. B. Smith. I am executive vice president of the 
Vickers Petroleum Co., Inc., Wichita, Kans. We are an entirely 
independent company with no major company affiliation. We are 
producers and refiners of petroleum and its products. We employ 
approximately 250 people, and they and their families depend on 
us for a living. Our production of crude oil is small, about 2,500 
barrels per day. We refine about 10,000 barrels of crude oil a day 
at the small town of Potwin, 35 miles northeast of Wichita in Butler 
County, Kans. We operate about 125 miles of crude-oil-gathering 
lines connected to our plant. Obviously we buy 7,500 barrels of crude 
oil per day and, since the cost of crude is about 70 percent of the 
entire cost of the products we manufacture, the price of crude oil 
is of major concern to us, 

In this statement I shall not attempt to discuss the recent 25-cent- 
per-barrel increase in the price of crude oil except to say that we feel, 
as producers, that the increase is more than justified by the increased 
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costs of oil discovery and recovery that have occurred since the last 
increase in crude-oil price in 1947. 

Our company was started 35 years ago by J. A. Vickers. We have 
been in continuous operation at the same place ever since. We were 
one of the pioneer sehoues in Kansas and are one of the oldest refiners 
in the entire midcontinent area. At the start we processed 300 to 500 
barrels of crude oil daily at Potwin and sold the products locally. 
By plowing profits back into the plant and borrowing money from 
time to time the refinery has been expanded to its present size. We 
are still a very, very small segment of the industry, refining less than 
0.2 percent of the crude refined in the United States. 

Just staying in business has not been easy. Competition in our area 
has been extremely keen. Since the discovery of o1] in Butler County 
in 1916, 15 or more refineries have started in business there; at one 
time there were 6 refineries in the county seat alone. The uneconomic 
and the timid have fallen by the way and today there are just 4 refin- 
eries in the county, 2 major and 1 other independent. Vickers has 
continued to exist and grow through two major wars, a police action 
in Korea, the worst depression the country has ever known, times of 
crude-oil shortages, times of product excesses, and other adversities, 
many of which seemed almost impossible to surmount at the time they 
occurred. 

Jack Vickers, the founder, guided the company through its first 
23 years until his death in 1941. He left the company to be held in 
trust for his beneficiaries—his widow and eight children. Today the 
entire capital stock of the company remains in the trust. There is no 
other ownership of any kind, no marketing subsidiaries, no producing 
subsidiaries, no financial connection with or by any other individual 
or group. 

Up until 1951 improvements and new processes were added gradu- 
ally to keep up with the improvement in quality of products. By 
1951 we had, over the elapsed 33 years, built our refining capacity 
from the original 300 barrels daily to a figure in the neighborhood of 
5,500 barrels per day. 

In 1951 it became apparent that in order to compete with big com- 
panies we must (1) increase our capacity and thereby decrease our 
unit cost of operation to somewhere near that of our big competitors, 
and (2) install catalytic cracking of some similar improved refining 
process to keep us in the accelerating quality rate. It was obvious 
that we must choose between doing these two things or discontinue 
refining operations. 

This problem was no different than that faced by other small refiners 
in the midcontinent area. Several, including one in Wichita, the 
Bareco Oil Co., of our approximate size and operation chose to close 
down. We, however, basing our judgment on conditions then existent 
and projections built on fetiendierodionts prices, labor costs, crude 
cost, and other factors in effect in late 1951, decided to enlarge and 
improve our plant provided we could borrow the money for the 
expansion. 

We were able to negotiate a loan to cover the cost of the expansion. 
The entire assets of the company were pledged to secure the loan. 


During 1952 and early 1953 we completed most of these improvements 
and enlargements. Some minor projects are still under way. The 
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cost of the expansion and modernization will be very close to $4 million. 

We now have a plant capable of running 10,000 to 12,000 barrels 
of crude oil per day, manufacturing domestic gasolines, tractor and 
Diesel fuels, kerosene, and domestic and industrial burning oils. This 
entire output is sold in the seven-State area of Kansas, Nebraska, 
Iowa, Missouri, Minnesota, and the Dakotas. 

I might add it is in parts of those 7 States; we do not blanket the 
7 States. Some of the fuels are sold to brokers and consumers, such as 
railroads. The rest of the fuels and all of the gasoline is sold by us 
to independent distributors. We do not own or operate bulk plants 
or service stations and as previously stated do not have any cata 
subsidiaries or affiliations. 

These independent distributors to whom all of our gasoline and 
most of our domestic fuels are sold are all small-business men and they 
in turn sell these products through their own service stations and bulk 
plants and to dealers who own their service stations. A large part of 
all of the gasoline sold by us is marketed under the Vickers trade 
name. The rest is marketed under private trade names 

Whether sold under the Vickers trade name or under a private trade 
name, it is all sold by independent marketers, many of them so-called 
low-cost marketers, selling at retail prices under their major com- 
petitors. In great part the prices at which these people and others 
like them retail gasoline is largely responsible in our area for the low 
price at which the consuming public buys gasoline. We estimate that 
Vickers gasoline is sold through 250 to 300 service stations in our 
marketing area 

Refiner’s costs have mounted steadily. Quality of gasoline has gone 
up abruptly. For each increase in quality, the refiner has had a cor- 
responding but increasingly greater advance in the cost of manu- 
facture. ‘The last general increase in the price of crude oil was in 
1947, very late in the year. The last full year of refinery operation 
was the year ended December 31, 1952. 

A comparison of 1952 versus 1947 shows that even before the crude 
advance of June 15, 1953, Vickers and others like us suffered because 
we are caught between the relentless jaws of rising costs and low 
prices of seal products. Vickers’ profits from refining in 1952 were 
very small and unsatisfactory—about one-fourth of 1951; and 1951 
profits were modest when considered in the light of investment in 
facilities. The first 5 months of 1953 we actu: ally operated our re- 
finery at a loss. June figures are not yet available but they will show 
small, if any, improvement. 

In 1952 we ran only 12 percent more crude oil than in 1947 but our 
operating costs were up 46 percent. 

Realization from a barrel of crude oil in the same period decreased 


vercent 

ur new catalytic cracking unit went on stream February 7, 1953. 
As previously stated we suffered a very substantial loss in our refinery 
operation the first 5 months of 1953. Admittedly, we had the unusual 
and nonrecurring cost of putting a new unit on stream and getting 
it down to settled »roduction, but even so had we been able by some 
magic formula to Lowe operated at normal costs we might conceiv- 
ably, as an optimistic guess, broken even. Certainly, by the wildest 
stretch of imagination, we would not have made a sufficient profit to 
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provide orderly retirement of the money borrowed to modernize the 
plant. 

Earlier I purposely made the point that Vickers has been in business 
through thick and thin and has held its own through adverse condi- 
tions and interise competition for 35 years. That, in fact, we are one 
of the very few independents still in business. It is possible for a 
company to exist a short while on luck alone, but 35 years of con- 
tinuous, successful, and expanding operation indicates good manage- 
ment. 

We believe that no one can successfully contend that ours is not a 
well-managed and prudent company. The only conclusion that can 
be drawn, therefore, is that we and others like us were in need of 
higher prices for our products even before the June 15 crude-oil 
advance. We must of necessity sell at higher prices to offset the in- 
creased costs of crude oil, higher product quality, labor, investments, 
and taxes or we cannot remain in business. 

Mr. Hesevtron. Mr. Smith, can you supply any information to the 
questions the chairman asked here? 

Mr. Sarrn. I did not have a chance to study those questions and I 
would prefer not to answer them without studying them. 

Mr. Heseuron. What I have in mind is, Do you care to have permis- 
sion to submit them for the record ? 

Mr. Sairu. I will be glad to send my answers in; yes. 

(Mr. Smith later stated that the questions were inapplicable to the 
operations of the Vickers Petroleum Co. and nothing could be added 
to the testimony already given.) 

Mr. Hesevron. I take it in the area in which you market, there 
has been an increase since the crude oil increase, an increase in the 
price of gasoline ? 

Mr. Smiru. Yes. 

Mr. Heseiron. Has there been any change in that increase at all? 

Mr. Sairn. There has been no change in our announced price 
increase—the price at which we sell our products. Some of the com- 
panies advanced prices and I understand that there is some question 
whether they may “stick” or not. I do not know whether or not they 
will “stick.” 

Mr. Heserron. Do you make fuel oils? 

Mr. Smirn. Yes. 

Mr. Hesevron. What about the situation there? I take it in the 
fuel oils there was an announced increase, is that right? 

Mr. Smirn. Yes. 

Mr. Hesevron. And since that time there has been no change ? 

Mr. Smrru. So far as I know there has been no change. 

Mr. Heseuron. For the committee, I want not only to thank you but 
to compliment you on a concise and interesting statement with refer- 
ence to the operation of your company. I know it will be of interest 
to the other members of the committee when they are able to read the 
record. Thank you very much. 

Mr. Smrru. Thank you, sir. 

Mr. Hesevron. Now we will hear from Mr. T. A. Helling, of the 
El Dorado Refining Co., E] Dorado, Kans. 
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STATEMENT OF T. A. HELLING, PRESIDENT AND GENERAL 
MANAGER, EL DORADO REFINING CO., EL DORADO, KANS. 


Mr. Hetirnc. Mr. Chairman, I have a very short report, and with 
your permission I would like to read it. 

Mr. Hessvron. A short statement that you would like to read ? 

Mr. Hetite. Yes, sir. 

Mr. Heserron. That is perfectly all right. 

Mr. Heine. First, I want to thank the committee for inviting me 
down here. Secondly, I want to corroborate and confirm what was 
said by Mr. Rodman, Mr. Brazell, and Mr. Blazer. I subscribe fully 
to what they had to say. The third thing that brings me here is the 
fact that we are concerned about our very corporate existence. We 
are really scared the Chings we hear about will be taking place. 

In other words, we are concerned to know whether we are going 
to be privileged to pass on to our customers any increased costs we 
may have in raw material, labor, or other expenses. 

My name is T. A. Helling, president and general manager of the 
E] Dorado Refining Co., El] Dorado, Kans., by whom I have been 
employed since 1918. 

Following the discovery of the El Dorado pool our company in 
1916 built its refinery with a capacity of 600 barrels per day. Five 
other refineries were built in our town at that time, only two, includ- 
ing ours, survived. Our plant was termed a skimming plant and 
by 1927 had reached a capacity of 3,000 barrels per day. 

At that time antiknock-quality gasoline was being offered by com- 
peting refiners, so it became necessary for us to inst: all crac king equip- 
ment to furnish our jobbers the grade of gasoline they required. Our 
first cracking still processed 2,000 barrels per day of cracking stock 
from 5,000 barrels per day of crude oil. Later another cracking 
still was added and other improvements added, which further in- 
creased our crude-oil capacity to 9,000 barrels per day. 

High compression cars were progressively calling for a better anti- 
knock motor fuel. We tried to stay competitive with the use of the 
equipment we had. By late 1951 we found that higher octane require- 
ments were developing. To make the grade of motor fuel we needed 
to keep our jobbers competitive with other refiners required the 
installation of expensive equipment. We seriously debated whether 
to undertake the modernization of our plant or close down and sell 
our obsolete equipment. 

Other small plants in our area were in the same position and one 
plant decided to discontinue operation. Our people instructed me to 
investigate the matter thoroughly, which was done. We concluded 
to install catalytic cracking, with supporting equipment, and con- 
tracted for a plant of sufficient size to enable our crude facilities to 
operate at ten to twelve thousand barrels daily. 

At that time the Interior Department, through the office of Petro- 
leum Administration for Defense, was urging all refiners to enlarge 
their refineries, especially in the production of high-octane-v -alue 
products, so the facilities would be available for defense if needed. 

To make the plan attractive taxwise a system of rapid writeoff or 
amortization was given. Certificates of necessity were issued, which 
in addition to the accelerated depreciation also extended the certificate 
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holder certain advantages in acquiring critical and controlled mate- 
rials. We were issued a certificate of necessity on our project. 

Our estimate of total costs of the project was that it would not 
exceed $3 million. Actually, we spent almost $4 million. The in- 
creased expenditures were largely the result of higher labor and mate- 
rial costs brought on in part by the lengthy strike in the steel industry. 

Financing of our project was arranged through several banks in 
our area, and was arranged over a 5-year period, the same time factor 
used in our certificate of necessity. At the time our cracking unit 
was contracted for, it appeared from product prices then prevailing 
that we could handle our debt payments without difficulty. Our new 
facilities were completed and placed in operation in January of this 
year. 

Between the time of contracting for our unit and its completion, 
the product realization of a barre] of crude declined 20 cents and 
leaves our net far below the figure necessary to retire our debt as it 
comes due. We are presently faced with an immediate further in- 
crease in our labor costs. Several of our large competitors have 
increased their wage rates recently, following the pattern of the steel 
industry. Our employees who are unionized have demanded the same 
increase from us. 

I am here at the request of the committee to give my views as an 
independent refiner regarding the recent increase in the price of crude 
oil and refined products. I am not familiar with conditions prevail- 
ing in other areas, but in our area, and so far as my company is con- 
cerned, I feel that the crude-price increase was full justified and 
compensates the producer in part for his increased cost of labor and 
material. 

I can speak with some experience on the subject inasmuch as we 
produce about 1,800 barrels per day of crude oil. The remainder of 
our crude-oil requirements are purchased from other producers, pay- 
ing the prevailing market price now in effect. In other words, we pur- 
chase for processing in our plant five times the amount we produce 
ourselves. 

Labor and material costs in our production department have gone 
up tremendously since 1947, the date of the last change in the price 
of crude oil. 

As for our refinery, our company after several days of thought 
posted the increased price, and we very definitely feel that we must 
increase the price of the products we produce from this crude a suf- 
ficient amount to offset our increased costs. As a matter of fact, we 
feel that product prices were too low before the crude-price change 
and should have been or should now be further increased to take care 
of our increased labor and material costs. Our financial obligations 
cannot be met from the net earnings we now have. 

Our company, by way of explanation, is a closed corporation, since 
4 families and a few of our employees own 95 percent of our stock. 
Our stockholders have been very cooperative in being willing to forego 
dividends when conditions are unfavorable, but they nevertheless feel 
that they are entitled to a return on their investment. Frankly, they 
look with alarm on present conditions in the refining branch of the 
oil industry, and particularly on our own financial obligations, for 
the reasons above recited. 
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As information to the committee, I wish to explain further that our 
operations in addition to refining and producing involve also the 
operation of a fleet of 250 tank cars, crude gathering facilities, and a 
major stock interest in a retail marketing company. All of these 
operations are considered as refining properties for the purpose of 
determining costs and returns. Our production department opera- 
tions and returns are separate. 

Normally we assemble and test annually about 20 wildcat blocks. 
This year we are testing 22 deals of this kind, but due to our unfavor- 
able financial position we made a deal with other parties to drill and 
test the acreage free of cost to us for an interest in the acreage being 
tested. In other words, we are giving up for lack of financing part 
ownership in operations that we normally would handle ourselves. 

Our refinery is one of the oldest plants in Kansas and provides em- 
ployment for a considerable number of people. We want to stay in 
the meng business but to do so we must pay the producer a fair 
price for the crude oil he produces; operate our plant and other fa- 
cilities so we can pay a fair and just rate of wages to our employees; 
produce and supply our jobbers products of equal quality to our 
competitors at a price which permits them to sell to the public at 
competitive prices and retain a profit to themselves; and have left for 
ourselves a return sufficient to pay our debts and, we hope, a dividend 
to our stockholders. This we cannot do unless we are at all times 
privileged to increase the selling price of our products sufficiently 
to take care of increased costs of raw material, labor, and other items. 

Mr. Hesevron. Would you, too, like to have an opportunity to 
submit to the committee such answers as you care to make to the 
questions asked by the chairman ? 

Mr. Hewurne. I would like to. 

Mr. Hesettron. The clerk will furnish you with a copy and you 
may have that privilege. 

(Mr. Helling later stated that the questions were inapplicable to 
the operations of E] Dorado Refining Co.) 

Mr. Harris. Mr. Chairman, on that point I am sure that Mr. 
Helling and the other members representing the independent re- 
fineries will be glad to respond to those questions as they apply to 
their operation. But it will be recalled that many of the questions 
submitted by the chairman apply to the larger companies who have 
extensive integrated operations, 

Mr. Heserton, That is right. 

Mr. Harris. I am sure in all fairness that some of these witnesses 
representing the independent groups will be able to give categorical 
answers to all of those questions because they do not relate to their 
activity. I am sure the chairman will have that in mind when he 
receives the replies. 

Mr. Heseuron. There is no doubt about that. I assume that all 
of you understand that if a question is outside the scope of your 
own experience or as to which you do not feel you have any means 
by which to furnish any information to the committee, it will be 
perfectly clear to simply state you have no answer that you care 
to make on that. 

Mr. Hering. Yes; I understand. 
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There is one other angle I would like to inject into this discussion. 
I do not believe the committee realizes how thin the margin of profit 
is for an independent refinery. We spent, as I told you, $4 million 
to modernize our plant. It started in operation in January and, 
of course, it was rough and unsettled for at least a month. But 
during the months of March, April, and May we had a total realiza- 
tion from the products we made of $3.59. 

Of that amount our crude cost was $2.70; that is, laying crude oil 
at the refinery door, or 75 percent of our total recovery. We had 
operating costs of 21 percent a barrel which covered, of course, in 
addition to refining costs, our traffic department, our sales depart- 
ment, and all the things that are necessary to sell a gallon of product, 
leaving 4 percent for our stockholders to pay their debts, dividends, 
and tax. 

If this crude-price increase is not reflected in refined-oil prices, 
you can readily see that the El] Dorado Refining Co. cannot long sur- 
vive as an independent refiner. 

Mr. Hesetton. What is your marketing area? 

Mr. Hetirnc. We market in Kansas, Nebraska, Missouri, and 
Towa. 

Mr. Hesetton. Throughout all of those States? 

Mr. Hettrwe. Throughout most of the entire States. 

Mr. Heserron. There is one point in your statement I would like 
to have a little further information on. You said at page 3: 

As a matter of fact, we feel that product prices were too low before the 
crude-price change and should have been or should now be further increased 
to take care of our increased labor and material costs. 

Mr. Heturnea. That is right. 

Mr. Hesevron. Do you have any estimate of how much further 
increase there should be? 

Mr. Heuirnc. Only to this extent, Mr. Heselton: That we con- 
tracted, as I told you in my talk here, for a catalytic cracking plant 
in late 1951. By the time we got that plant completed and ready to 
run, which was January 1953, the market value of all of our prod- 
ucts recovered from a barrel of crude had declined 20 cents a barrel. 

There has been a lot of discussion here about gasoline and burning 
oil and distillates, as you call them, but no recognition is being given 
to No. 6 residual fuel oil. In other words, residual fuel oil was sell- 
ing for about $1.75 a barrel in the fall of 1951. By January 1953 
we were selling that same material at 90 cents a barrel. You can 
readily see that we need something to recoup the profit that we 
should have, which we lost. 

Mr. Hesevtron. But are you in any position to give any estimate 
on what would be necessary in order to accomplish what you have 
in mind? 

Mr. Heturve. I do not know what a refinery is entitled to make, Mr. 
Heselton. We are making, as my figures indicate, about 13 cents a 
barrel. We cannot pay off $4 million on that and pay the Govern- 
ment taxes and leave a little for our stockholders. 

Our earnings prior to that time were better than we are talking 
about. It might be interesting for you to know, what some of our 
profits were. In 1952, by the way, in that year we lost money due 
almost entirely to the fact that our refining equipment—I am talking 
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about the refining division—had become so obsolete that we could not 
make the grade of product we needed except by shipping in high-cost, 
high-octane blending material. 

We lost money during 7 months of 1952 and made a little money 
in 3 months. We were shut down completely the 12th month, tying 
in our new equipment which, of course, could not be avoided and had 
to be done, but which is very expensive to do. 

In 1951 we had a net profit in the refining division of 18 cents a bar- 
rel. In 1950 it was 18 cents a barrel. It was 6 cents a barrel in 1950 
and a loss of 21 cents a barrel in 1949. The loss, there again, was oc- 
casioned by the fact that residual fuel oils went down in price. 

With an old-type cracking unit you make a lot of residual fuel oil, 
and any variation in that market seriously affects your income. Of 
course, we have improved that situation with this installation of this 
catalytic equipment. 

Mr. Heseiron. Of course, this necessity of a substantial investment 
for new equipment can be thoroughly understood by anybody, and 
it is impact on your business. I am wondering if that is characteristic 
of the independent refiners. Do you know if they have been under 
the necessity of making that further capital investment ? 

Mr. Herne. I think they will have to, if they expect to survive. 
In some areas they may not have to go quite as far as we did. They 
may put in catalytic reforming, which is not quite so costly. But in 
the ordinary plant of our size, the catalytic plant will cost about 3 
million, and the supporting equipment, the tankage and all of the 
things that are necessary when you modernize a plant such as ours it 
will probably make the cost around $4 million. 

Mr. Hesetton. Who constitutes your major competition in your 
marketing area ? 

Mr. Hetxiinc. Do you mean the majors or the independents? 

Mr. Heseuton. Either. 

Mr. Heine. In our town we have 10 grades of gasoline for sale: 
Skelley, Continental, Standard, Socony, Phillips, Vickers, El Dorado, 
Derby, and one or two others. Our competition, though, is largely 
with the larger companies. I am not referring especially to what is 
termed the major company, but to a large company such as Skelley, 
Phillips, and that type. 

Mr. Heserron. I assume there has been an announced increase in 
the product prices after the crude-oil increase in your area? 

Mr. Heine. That is right. 

Mr. Hesevron. Has there been any change in those prices since 
the increase was announced ? 

Mr. Hetuine. Not that I know of. 

Mr. Hesetron, Any questions? 

Apparently there are no questions. 

In behalf of the committee I also want to thank you and compli- 
ment you on your comprehensive but short statement. It will be very 
helpful to us. 

Mr. Heuirne. Thank you. 

Mr. Heseiron. The last witness we have scheduled for today is 
Mr. Elmer E. Batzell, of the Independent Refiners Association of 
America, Washington, D. C. 

Mr. Batzell? 
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STATEMENT OF ELMER E. BATZELL, OF THE FIRM OF MEYERS & 
BATZELL, WASHINGTON, D. C., ON BEHALF OF INDEPENDENT RE- 
FINERS ASSOCIATION OF AMERICA 





Mr. Heseiton. Mr. Batzell, I know there is a bill up on the floor 
that is of very great interest to not only other members of the com- 
mittee but the members who are here. The hour is getting late. I 
have in mind that we may even get a call to the floor. 

I wonder if you would care to submit your full statement for the 
record, and then select such portions of it as you want to emphasize 
and make any comment you want. I notice it is an 18-page state- 
ment. At any rate, that would take about 40 minutes to read in full. 
1 am just afraid you would not have a chance to make the major 
—— you want to make if we did not follow this procedure. But, 
iaving that in mind, you make your own choice. 

Mr. Batze.u. You, sir, have just granted me the request I was 
about to make of you. 

Mr. Hesevron. All right, then, your statement will be inserted in 
full in the record at this point. 

(The statement referred to follows:) 


STATEMENT ON BEHALF OF THE INDEPENDENT REFINERS ASSOCIATION OF AMERICA 


My name is Elmer E. Batzell. I am appearing today on behalf of the Inde- 
pendent Refiners Association of America, for which the firm of Meyers & Batzell, 
of which I am a partner, is counsel. The membership of this association believes 
it important to present to the committee the problems which confront the inde- 
pendent refiner and the circumstances which have required independent refiners 
to increase product prices in the circumstances under examination by the 
committee. 

The independent refiner is the small-business man of the refining branch of 
the petroleum industry. In general he is nonintegrated; that is, he depends 
virtually exclusively upon his refining operations for the revenue which keeps 
him in business. He owns or controls very little or none of the crude petroleum 
which he processes. Typically, he has under his ownership or control only a 
small fraction of the wholesaling, distributing, and marketing facilities utilized 
for distributing his products. In most instances he must depend for the move- 
ment of the crude oil to his refinery and the transportation of the products which 
he produces to marketing areas upon pipelines, tank trucks, barges, or tankers 
operated by others. 

He purchases a considerable amount of his crude from independent producers. 
Typically, he markets a bulk of his products through independent jobbers and 
wholesalers. In the aggregate, he represents a most important customer of 
the independent producer; likewise in the aggregate, he is a significant con- 
tributor of products to the independent jobbers, wholesalers, and service-station 
dealers of the Nation and to the ultimate consumer. 

Testimony has already been introduced into this record pointing out that 
major integrated companies depend upon the independent refiner for an impor- 
tant portion of their product supply. In this, the independent refiner serves as 
the repository of additional refining capacity which can be and is drawn upon to 
meet rapidly increasing product demand. By the same token this capacity can 
quickly become surplus when the demand for products falls significantly below 
the available capacity to produce. This balance aspect of the independent re- 
finer’s business creates unusual hazards to be overcome. 

The independent refiner meets these extraordinary risks by applying to their 
solution the imagination, ingenuity, and resourcefulness which has been so 
characteristic of the aggressive, picturesque, and sometimes violent growth of 
the petroleum industry. It is the ability to move quickly in the light of new 
situations and to adapt operations promptly to changing conditions which gives 
the independent refiner the competitive edge enabling him to survive. It is not 
just refining capacity and an inadequate supply of products for his customers, 
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military or civilian, that is at stake when the life of the independent refiner is 
threatened ; it is a type of management, the imaginative enterprise of individuals, 
which is vital to the maintenance of vigorous competition in the industry. 

Adaptations are made to changing conditions in a number of ways. Some- 
times it is by changing yields of the products manufactured ; sometimes by seek- 
ing and obtaining more favorable crude connections, either as to the type crude 
or as to the economics of getting it into the plant; sometimes by the installation 
of new or improved processes; sometimes by processing arrangements, long 
range or short term, with other refiners; sometimes by the adjustment of prices. 
Frequently, if not universally, two or more methods of making adaptations 
occur simultaneously; and the nature of the refining industry is such that these 
adaptations are virtually a continuous process. 

For example, just a year ago the Petroleum Administration for Defense held 
a series of meetings with large and small refiners on the gulf and east coasts 
asking, in effect, for pledges to maximize distillate and home heating oil yields 
against the possibility of a winter considerably colder than the preceding one. 
At that time prices were frozen by Government price control; the adjustments 
could be made only by sacrificing revenue from other more profitable products; 
but nonetheless the adjustments were made in the public interest; and the good 
Lord having decreed a warmer rather than a colder winter, the refiner found 
himself with a substantial oversupply which softened the market and reduced 
the revenue below even that anticipated for the lower-value products. The re- 
finer lost two ways: First, because he produced less of higher-quality products; 
second, because the increased production of heating oils and distillates manu- 
factured to protect the consumer resulted in an oversupply and an even lower 
return than anticipated. 

As any official of PAD who participated in the discussions can tell, this loss to 
the refiner was not unanticipated by him. That’s why discussions were neces- 
sary: to cvercome the resistance which sound economics and sound business 
planning required. The refiner’s response in the face of the economics is not 
apathy toward the consumer, as has been suggested at least once in this hearing ; 
it is the highest kind of awareness of public responsibility by the refining industry. 

Except as to aviation gasoline during the petroleum strike of a year ago May, 
no petroleum customer has been rationed by a Government priorities system since 
Japan surrendered. As a good and substantial customer of the steel industry, 
however, the independent refiner has been unable to get the materials he needed 
except in allocated quantities for the past 2 years. The point is not that the 
refining industry is superior to the steel industry; the point is that the independ- 
ent refiner is aware of a responsibility to his customers and he possesses those 
individual characteristics of imagination, know-how, and drive which he can, 
does, and will use to get the job done. 

He is small enough, unregulated enough by either industry or Government, and 
individualistic enough to be able to exercise separate and independent judgments. 
This is what makes him significantly important; drive this rambunctious free- 
enterprise ability out of the market place or stifle it by regulation and control 
and you have lost not just the close to 20 percent of the refining capacity held 
by independent refiners, you have sacrificed a vast reservoir of irreplaceable 
characteristics—vitality, competitive urge, and dynamic awareness of public 
responsibility. 

There are times when the adaptations of which I have spoken require price 
adjustments, just as in the example I gave, there are times when the independent 
refiner has knowingly faced a continuing loss to make adjustments which he 
thought had to be made even if the costs wouldn’t be recovered. As a business- 
man, however, he cannot long make the contributions that have been described 
unless he operates at a profit. He is in business for that purpose and it is the 
characteristics which make him successful in business that make him important to 
the Nation. If circumstances require him to make his adjustments through the 
price mechanism, the historically sound method in a capitalist economy, it is not 
something for which he should apologize. If these adjustments can’t stand the 
test of the market place, he’ll know it quickly enough and so will the consumer. 

There is no mystery to the increase in product prices by the independent refiner 
in June. He had to increase prices if he were to stay in business. Perhaps, he 
should have increased them more, and in instances he tried to; but the operation 
of consumer resistance quickly forced the prices back to a lower level. Thus, 
an attempt in the mid-West and West to increase the price of residual fuel oil 
by 20. cents a barrel was unsuccessful and the commodity failed to move until 
the price increase dropped back to 15 cents per barrel. What happened was that 
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people who were willing to pay 15 cents more per barrel for the product, wouldn't 
pay 20 cents more; the same type of judgment that operates hundreds of thou- 
sands of times daily in the stock markets, the commodity markets and the general 
purchasing operations of this Nation. 

The refining operation is the key to the tremendous growth in petroleum-prod- 
uct usage experienced in this country and throughout the world. The refiner 
takes crude oil, having a variety of characteristics and different densities, wide 
variations in kind and quantity of impurities, extensive differences in hydro- 
carbon content, and makes standardized finished products to relatively close 
specifications that can operate aircraft, automobiles, tractors, oil burners, com- 
mercial ships, vessels of war, and the machinery of industry, with a minimum of 
trouble. ‘This is an industrial miracle of no small magnitude; how well it has 
been done is evidenced by the fact that the consumer takes it for granted that he 
will always have enough of the right kind of product in the right place at the 
right time and at the price that he has become accustomed to paying. It is only 
when one or another of the factors he has taken for granted is disturbed that he 
inquires into how the miracle is accomplished and why it can’t be accomplished on 
the same busis as before. That’s what the consumer has done today about price. 

The man who drives a new car today with its high-compression engine would 
find his investment a pretty unsatisfactory one if the qualities of gasoline he 
could buy in every hamlet in the Nation did not match the radically altered 
engine design of his new automobile. Aside from increased taxes, however, the 
improved product which permits him to achieve efficiently his multihorsepower 
performance has increase in cost barely 50 percent while the vehicle itself has 
risen in price 200 to 300 percent. 

In specific terms the qualities of motor fuel available to the consumer have 
made appreciable jumps since 1940 and particularly since the war. Using the 
motor method of computation, octane ratings of regular grade motor fuel in- 
creased by year as follows: 


OG eee hh a A el a ee a de 69.7 
ND sbi SUE en, ee il ial ates 74.4 
ON es ES a a ec oe 75.1 
dB Si Ss iE en i tak ee 75. 2 
BMD A Le ea eek el se 76.4 
ed 2 Ul ia lhe lena cate, 78.2 


In 1951 because of Federal Government restrictions on the use of tetraethyl 
lead (caused by a shortage in raw lead) octanes fell slightly to 77.6. With re- 
strictions removed, however, the octane number of regular motor fuel is now 
in excess of 79, an improvement of over 14 percent since the end of the war. 

This is not the whole story. Research octane numbers, which many experts 
feel more accurately reflect performance characteristics of modern high-com- 
pression engines, have increased to an even greater extent, while other factors 
such as volatility, burning characteristics, and the like, have been appreciably 
improved. As the Policy Commission put it.” 

“Along with this greatly increased volume of production, the quality of motor 
fuels, lubricants, and other products has been steadily improved and the real 
eost of refining greatly reduced, and all in all the technical performance of the 
petroleum industry has been outstanding. Prices of petroleum products, meas- 
ured in dollars of constant purchasing power, were more than 16 percent lower 
in 1950 than in 1925, in spite of a 24-percent rise in the price of crude oil in con- 
stant dollars.” [Italics supplied.] 

The effective freezing of petroleum prices in late 1950, first as a voluntary 
response by the industry to a Government request; later continued as a matter 
of law by Government regulation, makes use of the 1950 standard a valid one, 
In the detailed cost and price comparisons made below this 1950-51 base will 
be used. 

The reduction in cost to the consumer of the refined product price and the 
tremendous increase in quality were achieved through the investment of vast 
sums for technologically superior facilities. The independent refiner either kept 
pace with these general industry developments or was faced with the prospect 
of being forced out of business by technological competition. Catalytic crack- 
ing, alkylation, isamerization and other modern processes rendered technolog- 
ically obsolete, previously installed equipment long before its useful physical 
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life had ended. Unfortunately, as with most new processes, original designs 
were for use in connection with larger basic refining facilities than most inde- 
pendent refiners possessed. And it took time before the independent refiner 
could grow to a size sufficient to use the processes efficiently or the processes 
could be redesigned so as to operate well with the small plants of the 
independent, 

This competitive time lag in the development and installation of new processes 
has a significance in the revenue to cost position of the independent refiner that 
is frequently overlooked : 

(1) Depreciation, which is based on physical life of equipment, not only can- 
not take into account the intrinsically higher replacement cost of existing facili- 
ties, arising by virtue of the tremendous increases in the steel, copper, brick, 
fabrication, and labor costs which go into a plant, it utterly fails to provide 
a reserve for installation costs of new processes which frequently make obsolete 
already installed facilities in a quarter to half of their useful physical life. 

(2) New processes invariably, even after years of development, require larger 
basic refining facilities than have characteristically been owned by the inde- 
pendent refiner. This means that the independent refiner must plow back into 
his facilities a larger proportionate quantity of his earnings to expand his basic 
plant than do a number of his larger competitors whose basic facilities have 
already exceeded minimum economic levels of size. 

(3) New processes are themselves intrinsically more expensive than the ones 
which they replace. Moreover, with rare exceptions it is a considerable period 
of time before they can be designed down to useable efficiency to fit the smaller, 
even if enlarged, capacities of the independent refiners basic facilities. During 
the interval, the unit cost of the independent refiner is either materially higher 
than that of his large competitors or he is at a competitive disadvantage in 
the guality of products he can produce or both. 

Two simplified examples make clear the point: 

(a) If as a result of technological advances the quality of both regular and 
premium gasolines advance appreciably, what was once an independent refiner’s 
premium may now have to be sold as regular. Such a quality advance has been 
constantly occurring, but, as indicated above and as detailed below, no propor- 
tionate increase in the sales price or net revenue to the refiner has resulted. 
In effect the independent refiner is forced to reduce his total and unit revenue 
as he sells the same commodity which once commanded a premium price for 
the lower current price of regular gasoline. 

(b) Operators of very large installations may have been able to develop 
processes, unworkable in smaller refiner’s plants for some time to come, which 
reduce appreciably the total yield of relatively lower valued products produced 
from a barrel of crude. Thus, one of the largest refiners has indicated that 
by new developments and installations its yield of residual fuel oil has been 
reduced to an average of 10 percent. Meantime, the independent refiner is 
struggling to get his yield down to the national average of approximately 20 
percent. At some point, assuming the independent refiner can keep alive, these 
methods will be adapted to his needs. Meantime, he will continue to pay the 
same price for the same barrel of crude as does his larger competitor, and 
recover substantially less per unit of product simply because he makes propor- 
tionately so much more of the lower valued product. Ata time when this lowered 
value product was in long supply as in the past 9 months, this difference was 
between a profitable operation by the large refiner and a loss or break-even 
position before depreciation on the part of the independent refiner. 

(4) The aggregate of pressures gradually make for independent refining 
facilities of constantly increasing size. In time, this means that the independent 
refiner becomes a significant economic unit in the area of his operations, even 
though he be small in the industry in general. He no longer is in a position 
to go in and out of operation at will; too much capital, too many employees, too 
many jobbers, wholesalers, distributors and customers are looking to his con- 
tinued operation. In costing his product today, he must assure recovery not 
just of his out-of-pocket expenses with modest provision for the costs of a 
baling-wire teapot installation; he must also assure recovery of the vast sums 
he has had to expend on capital improvements just to say in business, and the 
interest and dividends on those sums which he must meet if he is going to 
stay alive and continue the expansion which is the price of survival in this 
highly dynamic industry. 

In recent years refining industry as a whole, as well as the independent re- 
finer, has been trading upon its lower-cost assets in continuing a policy of low 
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prices to the consumer. For the past 10 to 12 months, in large part because 
of the residual fuel-oil situation to which I adverted above, the refiner has 
just been breaking even or showing a slight profit before depreciation. The 
consequences of technological improvements and competition on the cost of 
doing business and the need for vast capital increases make clear that this is 
a substantial loss position which cannot long be maintained. The remedy 
in the face of increased costs and operating costs can only be increased product 
prices and increased revenues to the refiner. 

Mr. Joseph Pogue, of the Chase National Bank, to whom members of this 
committee have referred, put it this way:? 

“Corporate income during the last 5 years has been overstated because of the 
inadequacy of current capital extinguishment charges to provide for the re 
placement at present high costs of properties and facilities which are being 
extended in current operations. Only charges for depreciation, depletion, and 
amortization, which are deducted from earnings for the purpose of amortizing 
the carrying value of fixed assets during their estimated life, are based upon 
original cost. However, current replacement costs are far above those which 
preyailed when present facilities were constructed or acquired. As a result, 
current capital extinguishment charges are in most cases at a rate far below 
the provisions now needed for replacement of reported net income. In effect, 
what has happened is that the petroleum industry has been selling its low-cost 
productive assets, particularly crude oil reserves and has been taking the profit 
into operating income and paying taxes on it, without proper provision for 
replacement at current inflated costs. 

“The capital required to finance replacements of crude oil reserves, plants, and 
other facilities in the petroleum industry at present costs, over and above that 
provided by capital extinguishment charges computed on original cost can be 
obtained only from three sources: reinvested earnings, borrowings, and the sale 
of equity capital. All three sources require that the industry have good earnings, 
without which there would be a deficiency of funds to reinvest and also no basis 
for attracting outside capital.” 

On Monday, June 15, a crude price increase of 25 cents per barrel was an- 
nounced. The increased posting of Phillips was immediately followed by other 
crude buyers. The independent refiner who buys virtually all of his crude 
either immediately followed the increased posting or was faced with losing 
his crude connections. Since without oil he cannot operate, he followed the 
higher posting forthwith. 

Crude accounts for between 68 and 80 percent of the refiner’s total 
costs, around 75 percent being a fair average based on data available to the 
association. On this basis, total costs of the independent refiner and of the 
refining segment of an integrated company were increased immediately some 
7.3 percent. In the majority of instances, the refiner was already operating at a 
loss after depreciation. He could look forward to an immediate cash drain of 
substantial magnitude, amounting on a 10,000 barrel a day refinery to some 
$75,000 per month. The consequences were obvious unless there was an imme- 
diate upward adjustment in product prices. 

Such an adjustment occurred. In general, the level of adjustments seems to 
be: 1 cent per gallon on gasoline: % cent per gallon on distillate and home 
heating oils; 15 cents per barrel on residual. These adjustments were not uni- 
form; in some instances attempts were made to increase residual to 20 cents 
per barrel; gasoline prices varied between refineries but averaged out at approx- 
imately 1 cent per gallon increase; the price increase on kerosene and home 
heating oils on the eastern seaboard has been reduced downward. Regardless 
of the exact level, however, it is significant that for most refiners the product 
increase thus far announced have not fully recovered the increased costs resulting 
from an upward adjustment in the price of crude. 

There has been considerable discussion about the price of gasoline to the 
consumer and mention has been made that the price of regular gasoline in the 
Washington area is now approximately 28.8 cents per gallon with the price of 
premium grade gasoline some 2 cents higher. Prices of this magnitude tend to 
obscure the actual price which the refiner receives for his product, which since 
1951 has averaged approximately 10% cents per gallon for regular gasoline and 
which is now, on the average, approximately 1 cent higher. 





*From Capital Formation in the Petroleum Industry by Frederick G. Coqueron and 
Jou Bing petroleum department, Chase National Bank of the city of New York, 
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An examination of the price structure for the postwar years 1945 through 1951 
{December used as a basis) shows clearly the cost elements which exist between 
the refinery price and the price which the consumer ultimately pays. During 
this period the refinery price of gasoline rose from approximately 7 cents per 
gallon to 10% cents per gallon, the tank-wagon price increased from 10.07 cents 
per gallon to 15.34 cents per gallon, The service-station price, exclusive of taxes, 
rose from 14.19 cents per gallon to 20.31 cents per gallon. Total taxes increased 
from 6.5 cents per gallon to 7.32 cents per gallon. The increased cost to the con- 
sumer rose from 20.24 cents per gallon to 27.63 cents per gallon.* 

From the above it is plainly apparent that the major cost of the product to 
the consumer is accounted for by taxes, service-station margins, jobbers’ margins, 
and transportation from the refiner to the jobber and from the jobber to the 
ultimate retailer. The refiner receives a very small proportion of the total cost 
to the consumer and out of this small proportion he must pay for his crude oil, 
his processing, the depreciation on his facilities, the transportation into his plant 
of the raw material, the costs of repairs and betterments, research, and the 
interest on his indebtedness. What is left is his profit, out of which he must 
amortize his indebtedness and provide for new expansion, 

During this same 1945-51 period the price of crude oil advanced from $1.25 
per barrel (east Texas basis) to $2.65 per barrel, an increase some 112 percent. 
The refiner’s price in the meantime increased only approximately 50 percent. 
During this same period, as has been pointed out above, the quality of gasoline 
increased some 14 octane numbers on the motor method basis. 

Unfortunately, not all the products a refiner makes can command the high 
price of gasoline. Residual-fuel oil, for example, frequently brings a total price 
per barrel of something less than the cost of the crude out of which it is made. 
These differences in the prices of products and the inability of any refiner, no 
matter how large, to eliminate completely production of low-value products, such 
as residual, necessarily seriously affects the gross average sales value of the 
products which are produced. The table given below* indicates the average 
percent yield of principal petroleum products per barrel of crude oil during the 
years 1946 through 1951. Yields, of course, vary not only in accordance with the 
type of refining equipment available but also with the qualities of crude oils 
which a refiner can purchase. As has been indicated above, the independent 
refiner in general has had a great deal of difficulty in reducing his yields of 
residual to the national average and as a result has been adversely affected in 
terms of total revenue returned to him through the sale of his product. 

An examination of the operations of several typical independent refiners indi- 
cates that the maximum refining margin as measured by the difference between 
the cost of crude oil delivered to the refinery and the total revenue derived from 





3 Month of December used as basis. 


Price st serv- | 


Cost at Gresoline 
Year ice station, | ‘Total tax | service reseller’s 
including tax station price 

1945 0. 2024 0. 0605 | 0. 1419 | 0. 1007 
1946 . 2170 | . 0609 | . 1561 | 1118 
1947 2415 | . 0628 | . 1787 1314 
1948 2612 0638 . 1974 1466 
1949 2674 . 0663 | 2011 | 1485 
1950 os . 2689 | . 0668 . 2021 | 1543 
1951 | . 2763 . 0732 - 2031 1534 
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4 United States average percent yield of petroleum products per barrel of crude oil by years. 
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Product 1951 1950 | 1949 | 1948 | 1947 | 1 

i | i 
Gasoline cinlibanteeke nt. ae 43.0 43.7| 40.1} 40.2] 39.6 
Kerosene Scant ; Le ee ee eee ee 6.0 | 6.0 
Distilates._...... _ . } 20.0} 18.9 17.5| 185| 168) 16.6 
Residual oil | 197] 23] 21.7 23.5} 242] 249 
Lubricating oil___-- iia . 2.6 2.5 | 2.3 2.5 2.8 | 2.6 


Source: U. 8. Bureau of Mines. 


Approximately 10 percent of each barrel of crude charged is either lost in recovery, used at the 
refinery ‘for ftfel, ‘or is produced as other petroleum products. 
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the sale of all products is less than 214 cents per gallon (2 cents to 2% cents). 
This figure is obviously less than either the jobber margin or the gross service- 
station profit, as indicated in the table cited above. At the present time it 
amounts to only about one-third of the total taxes placed on a gallon of gasoline. 

It is this gross margin from which the refiner must derive all of the income 
which will provide for his direct operations, his general costs, depreciation and 
amortization, and his profit. Without amplification, it is perfectly apparent that 
an increase in the price of crude in excess of one-half cent a gallon has the 
immediate effect of reducing this margin by 25 to 30 percent and unless product 
prices are adjusted immediately to counteract the increased cost of the raw 
material, the refiner will operate at an out-of-pocket loss. 

The situation is even more clear when the refiner’s net profit is examined. 
Net profit of refineries equipped with modern processes, after taxes, has run 
between one-fourth cent and three-eighths cent per gallon in recent months. 
It is this profit which is available to offset low rates of depreciation, modernize 
facilities, and pay dividends to stockholders. The crude-price increase amounts 
to 0.59 cent per gallon. This cost substracted from the already extremely thin 
margins necessarily will result in a red operation. 

The average net return before taxes of total sales of all products made by 
the independent refiner has varied from between four-tenths cent per gallon and 
eight-tenths cent per gallon over the last several months. After subtracting the 
per-gallon cost of the crude-price increase, the remaining very slim profit posi- 
tion of the most efficient becomes clearly apparent, while for those who have 
been breaking even or making a modest net, a clear cash loss of substantial 
magnitude is plainly evident, 

The inevitable conclusion of these data is that the independent refiner had 
no alternative but to proportionately increase the price of his products. Such 
an increase would do nothing more than pass on the increased raw material 
cost, if that. It could not recover the losses experienced over the past 2 years, 
during which time substantial increases in operating costs have occurred. Thus, 
for example, the costs of finished steel on the Bureau of Labor Statistics Whole- 
sale Price Index, increased in the period June 1950-January 1953 some 16.2 
points; heating equipment on the same basis and for the same period increased 
11.8 points; pumps, compressors, and other similar items increased 19 points; 
industrial furnaces increased 19.8 points. For all of these items essential to any 
refiner’s operations, even further increases were experienced in the period Jan- 
uary through May of this year. 

The comparison of the average hourly earnings in domestic refineries with 
hourly earnings in all manufacturing shows, during the period 1947 through 1951, 
that not only were the wages in refineries at all times substantially higher than 
in all manufacturing industries, but also that the wage increases in the refining 
industry during this period were over 143 percent of the increases during the 
same period in all manufacturing industries. 

As one of the association members has pointed out, since the outbreak of the 
Korean conflict there have been five separate labor increases amounting to 47 
cents per hour, plus other benefits which have cost approximately 18 cents per 
hour. During this same period from 1950 to the present time, these extraor- 
dinary cost inereases have reduced the refining margins of the various independent 
refiners by from 45 to 70 percent. 

None of these added costs have been passed on. Under general rulings of the 
OPS it was the decision with respect to petroleum refining that, unlike most 
other industries, added costs of wages, raw materials, and other direct operating 
expenses could not be reflected in increased prices to the purchasers of the 
products. Those adjustments made immediately following the crude-price in- 
crease did not and were not designed to reflect these added costs. 





5 Average hourly earnings in United States refineries compared with those in all manufacturing: 


[Cents per hour] 


All manu- } Petroleum 











Year facturing | refineries 
1951 : . 159. 5 208. 0 
1950 7 7 ee = 3 146.5 192.9 
a ceived on 140.1 187.4 
a. are te tale wes Sop | «135.0 178.8 
oa... . ee a ee 156. 6 


Source: U. 8. Bureau of Labor Statistics. 
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It is appropriate to indicate exactly how close product increases thus far 
made have come to equaling the 25-cent increase in the cost ef crude. In no 
instance have product increases returned to the refiner a total of an additional 
25 cents per barrel above and beyond the return he was experiencing prior 
to the crude-price increase. Variations seem to exist from a minimum of 21 
cents per barrel increase to a maximum of 24.7 cents per barrel. 

There are a number of factors which account for this inability fully to recover 
the total 25 cents of added cost. In many instances the price postings of other 
refiners in the area of a particular plant were inadequate to assure full recovery 
of the costs, based upon the relative vields of the independent refiner. In other 
instances, because of marketing practices with respect to certain products, such 
as asphalt, flat contract prices have been entered into which could not be re- 
flected by an appropriate upward adjustment until the end of the contract year. 
Various Government contracts on gasolines, jet fuels, and other intermediates 
have been entered into for pericds of 6 months to a year on the basis of flat 
prices without acceleration clauses. Obviously, products delivered under such 
contracts contribute nothing to offset the increase in the total crude cost. So 
far as preduct price adjustments thus far made is concerned, the independent 
refiner and the refining industry in general has accomplishing nothing but a 
partial pass-through of the increased cost of the raw material. 

From the foregoing discussion it is perfectly apparent that such price adjust- 
ments as have recently been made were an inevitable and necessary step to main- 
tain the life of the independent refiner. It is equally apparent that adjustments 
thus far made have done nothing to relieve the independent refiner of the heavy 
cost burden which he has in increasing measure been subjected to since the out- 
break of Korea, In fact, as the reports indicate, he has not been able fully to 
recover the added costs of his crude and, as a result, he finds himself in an even 
worse position than he was at the time the crude increase was announced. 

Except in localized areas, the independent refiner nowhere is able to set his 
prices without regard for the levels at which other refiners are selling their 
products. As has been pointed out, he lacks ownership or control of the jobbing 
and retailing outlets to which he sells his products. This circumstance makes 
it inevitable that in matters of price increase he can establish price levels no 
hivh°r than the traffic will bear, regardless of the cost justification which may 
warrant a much higher recovery. 

The foregoing analysis has clearly indicated that the substantial increases in 
operating costs of the refining industry over the past 3 years have not been 
reflected in upward adjustments of prices. The result has been a serious de- 
terioration of the net profit of the refiner and in his ability to maintain the techno- 
logical advance necessary to the welfare and security of the country. The refin- 
ing industry cannot absorb further increases in cost of any nature; and with its 
raw-material cost amounting to 75 percent of the total cost of operation, it must 
take steps to recover to the maximum extent possible, the increases resulting from 
the crude-price adjustment. As pointed out, product-price adjustments thus 
far made do not recover in full the increased cost for the raw material. The 
refining segment of the industry remains in a precarious position and it must be 
anticipated that further increases will have to occur through upward price 
adjustments if the refiner is to maintain the contribution which he has hereto- 
fore made to the development of new and better products for the ultimate 
consumer, 


Mr. Barzevi. Thank you very much. 

There are one or two typographical errors in the statement, and as I 
make points, I will give them to the reporter. 

I am appearing here today on behalf of the Independent Refiners 
Association of America. The membership felt it was important to 
bring to the attention of the committee the problems of the independent 
refiner. 

Mr. Blazer, Mr. Brazell, and others have already brought before the 
committee the greater portion of those problems. What I would have 
to add to that would, in large measure, be duplicatory, if I were to 
read the statement in full. 

There are one or two points that perhaps could be reemphasized. 
The first I would like to make is what has already been ably stated: 
The independent refiner produces very little of his own crude oil. 
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By the same token, he markets almost exclusively through other 
people, through independent jobbers, wholesalers, and retailers. In 
most cases he does not own the transportation facilities that get the 
crude to his plant, or that move the products to the market areas. He 
has to depend in large measure for his competitive edge upon his 
imagination, his ingenuity, and his resourcefulness. 

I think you would agree that the testimony, particularly of Mr. 
Brazell, gave an excellent evidence of that capacity. That capacity 
for exercise of imagination, ingenuity, and resourcefulness is one of 
the important elements that is at stake when the independent refiner’s 
life is threatened. 

It is not merely the fact that he has, in the aggregate, a productive 
capacity of something between 15,and 20 percent of the total refining 
capacity of the country. It is also that he is a very important element 
to the independent producers and to the independent marketers, job- 
bers, and distributors. 

This aspect of his endeavor is of the highest importance to the 
Nation as a whole and to the consumers of the Nation. When the 
life of the independent refiner is threatened, it is particularly this 
aspect of his activities which will be lost to the Nation if he does 
not survive. 

There is no mystery from the independent refiner’s point of view to 
the price increase that occurred in June. As has previously been 
testified, and as is developed in detail in my statement that has been 
presented to you, the independent refiner was barely breaking even, 
or in some instances was actually losing money, prior to the price 
increase in crude. Unless he could recover the cost of that price 
increase, or substantially recover it, he was confronted with the 
economic fact that he would not very long stay alive. 

That is why he is here to tell you about that particular problem. 

Now, there are certain things that are important for the committee 
to recognize. Among those things is the fact, as has been frequently 
stated, that the quality of gasoline, for example, has substantially 
improved over the years. On page 6 of my statement is an indication 
of the increase in octane ratings since 1945 as measured by the motor 
method ; the research method octanes are.even higher. 

The testimony today as to 85 and 96 octane gasolines refer to the 
research method of measurement. The significant thing, however, is 
that the quality of the product to the consumer has improved, measured 
in octane numbers, over 14 percent since the end of World War IT. 

Mr. Harris. Mr. Chairman, I wonder if Mr. Batzell will indulge 
me for just about 2 or 3 questions, because I must go to the floor of 
the House. 

Mr. Batze.z. I will be delighted. 

Mr. Harris. How many members are there in your organization ? 

Mr. Barzeti. I would say there are about 26, sir, some of whom have 
testified today. 

Mr. Harris. How many refineries are included in this group? 

Mr. Barzett. How many refineries? 

Mr. Harris. Yes. Some companies have more than one refinery. 

Mr. Barzet. That is correct. I was trying to compute a rough 
total, sir. Something over 40, I would say. 

Mr. Harris. What percentage of the total refining capacity of the 
United States, sir, is oy the independent refiners? 
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Mr. Barzet, I think independent refiners account for approxi- 
mately 18 percent of the total refining capacity of the Nation as a 
whole. Now, that, of course, includes many other independent re- 
finers than those who are members of this particular group. 

Mr. Harris. For comparison purposes, do you know what percent- 
age of the productive capacity of crude oil of the United States is by 
independent producers? 

Mr. BartzE.u. I do not know, sir, although I think that the inde- 

ndent producer produces a very substantial portion of the crude oil 
of the United States, amounting to in the neighborhood of 50 percent 
or perhaps more. 

Mr. Harris. I have looked over your statement in behalf of the 
association which you represent. It appears to me to be a very good 
statement, covering the entire situation, as you are giving here now 
in résumé, the problems of the independent refiners. 

I think it is very fine to have this statement in the record on this 
entire problem. 

Mr. Chairman, if you will excuse me, I must go. I am sorry I must 
leave, but I did promise I would be on the floor before 4. 

Mr. Hesevton. You may proceed, Mr. Batzell. 

Mr. Barzrtx. I think there are some very significant points that 
should be stressed. Among those is the fact that this increase in qual- 
ity of gasoline and other products distributed to the consumer occurs 
only with the investment of substantial additional funds in new and 
improved refining processes. That investment has to be paid, and the 
only way that it is paid is out of the profits of the refining industry. 

There are some factors in the refining industry that perhaps are 
not as common in other manufacturing industries. One factor of 
major importance.is the technological obsolescence of existing equip- 
ment. Those words simply mean that particular facilities and proc- 
esses go out of date and are supplanted by better facilities and proc- 
esses more quickly than their normal useful physical life expectancy. 
In other words, they are out of date and retire a lot earlier than the 
materials in them would necessarily force them to retire. 

That is important because the depreciation which all refiners have 
to charge is based upon the cost of the originally installed facilities. 
Those facilities not only in actual replacement values have increased 
in cost tremendously over the past few years. but, secondly, those 
facilities are frequently out of date long before their useful life has 
fully expired. 

For that reason, there is actually the necessity to take out of profits, 
if the refiner’s accounting system is to be fully adequate, an additional 
reserve to keep his plant in order, to build it to the size that is neces- 
sary for new and improved processes, and to install those new and 
improved processes themselves. 

This means that in considering the profit of a refiner, and especially 
of an independent refiner, you must recognize that that profit element 
has to properly include an additional reserve. This reserve is not 
covered in the ordinary depreciation costs taken out of his gross 
income before that. profit is computed. This reserve of profits is a 
vital factor, since it accounts for the ability to keep improving the 
products to the ultimate consumer. It accounts for the increase in 
octanes, for example, in gasoline. It accounts for the developments 





520 PETROLEUM STUDY 


in aviation gasolines, and the ability to produce today grades of 
115/145 in large quantities as against, 10 years ago, grades of 100/130. 

The crude petroleum which the refiner has to have to continue his 
operation accounts for anything between 65 or 68 percent and 80 per- 
cent of his total costs. It is obvious, on this basis, that with a price 
increase of 25 cents per barrel, the increase in cost amounts to approxi- 
matley 7.3 percent immediately. He is confronted with a problem of 
recovering that cost or else suffering actual out-of-pocket cash loss. 

This isn’t just his breakeven before depreciation, which he has been 
operating on in many instances for the past 9 or 10 months. This is 
actual dollars. 

Of course, in a 10,000-barrel-a-day refinery, with a 25-cent increase 
in the price of crude, there is $2,500 a day, or $75,000 per month, of 
actual cash outgo which cannot be recovered unless the refiner’s 
product prices are upwardly adjusted. 

It is difficult in a presentation of this kind to generalize on the 
industry. Testimony here has already indicated to you that the 
smcreases in product prices that took place after the crude increase 
have varied from area to area throughout the country. In general, 
however, they appear to have been on the order of a cent for gasoline, 
half a cent for distillates and home-heating oils, and 15 cents per barrel 
on residuals. In certain parts of the country an attempt was made to 
obtain a 20-cent price for residuals, for example, but the purchasers 
would not pay the 20-cent price, and the price dropped back to 15 cents 
a barrel. 

Elsewhere, there have been adjustments. There have been adjust- 
ments downward on the east coast in connection with distillates and 
home-heating oils. Certain of the refiners were never able fully to 
increase their prices because of their fixed contracts which they had, 
either with the Government or with other purchasers. 

The important thing is, from the refiner’s point of view, not the 
service-station price, which is what the consumer knows, which in 
this area’ is running around 28 to 29 cents for regular and 2 cents 
higher for premium grade; it is the actual price of the product at the 
refinery—f. o. b. the refinery. 

That price, up to the crude price increase, was approximately 1034 
cents per gallon, again on the average. There were adjustments in 
places, and prices varied for various grades of gasoline. The differ- 
ence between that price and the are which the consumer pays was a 
difference made up of taxes, of the various jobber and dealer margins, 
and of transportation and distribution costs. But the refiner who 
produced the products which the consumer used was receiving only 
a very small segment of the final price which was available. 

On page 12 of my statement, I have indicated in the text as well as 
in the footnote a breakdown of some of these relative prices. I would 
like to make a correction on that page; the column headed “Cost to 
service station,” ought to be “Cost at service station.” 

Mr. Hesexton. That correction may be made. 

Mr. Barzevt. We have talked about gasoline, but unfortunately 
not all the products that a refiner makes can command the high price 
of gasoline. Residual fuel oil, for example, has been known to bring 
a total price per barrel of less than the cost of crude out of which it 
was made. 
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The problem, then, is to consider the relative yields of any given 
refinery and the prices which the various products can command, 
and come out with a total figure sufficient in the aggregate to cover 
the costs of the raw material—which is 75 percent of the costs—the 
cost of processing that raw material, the cost of depreciation, the cost 
of interest on investment, and the costs of research, the provision for 
new facilities, and still at the end of that time be able to pay a profit 
to the stockholder or to the person who has put in the original net 
worth and taken the original risk in the organization. 

An examination of the operations of several of the independent 
refiners—and certainly there has been testimony to indicate this 
figure is high—indicates that the difference between the cost of the 
crude oil delivered to the refinery and the total revenue derived from 
the sale of all products is less than 214 cents per gallon. I have 
indicated from 2 to 23 cents per gallon, but it is even less than that 
in instances, and this has been true for some months. 

This figure is obviously less than either the jobber margin or the 
gross service station profit, as has been indicated in previous testi- 
mony here, and it is this gross margin out of which the refiner must 
pay the costs that I have previously described. 

With an increase in the price of crude in excess of half a cent a 
gallon, this margin is immediately and forthwith reduced by 25 to 
3314 percent, and on that basis the refiner, it can readily be seen, can 
quickly be operating at an out-of-pocket loss, 

The net profit of modern refineries, equipped with modern proc- 
esses, in recent months has, after taxes, run between a quarter and 
three-eighths of a cent a gallon; and before taxes it has varied be- 
tween zero or minus in the case of less modern plants and 0.4 cent a 
gallon and 0.8 cent a gallon in more modern facilities, depending 
upon the particular locality, and the particular operating circum- 
stances of the refiner. 

Obviously, if you subtract 0.6 cent a gallon, the approximate cost 
of the crude increase, from 0.4 cent a gallon, you are operating in 
the red. If you subtract it from 0.8 cent a gallon gross operating 
profit to the refiner, you have cut his margine down to the point where 
he has complete inability to preserve flexibility, to preserve cash re- 
serve, or to set in motion those necessary reserves for his future expan- 
sion programs and the installation of the improved processes on which 
he must depend. 

There is one question that has been asked by the committee several 
times, and it is pertinent to answer that question. 

So far as we can ascertain in contacting our membership, none of 
the refiners, through the increase in product prices, has as yet been 
able fully to recover the 25-cent increase in the cost of crude oil, 
which is the increased cost of his raw material. The variations seem 
to exist from a minimum of 20 cents per barrel to a maximum of 24.7 
cents per barrel, but testimony this morning computed on a per barrel 
basis would indicate that that minimum is too high; that at least 
in-one instance the minimum recovery is below that 20-cent-per- 
barrel figure. 

In those circumstances, it is obvious that the refiner has not made 
up yet the increased cost to him of the crude price increase, much 
less provided against the increased costs which have occurred over 
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the past few years in all of the important and significant materials, 
except crude oil, which he has had to use in his refining operation. 

I have indicated, on pages 15 and 16 of this statement, the com- 
peeeGee increases in price of important equipment utilized by the re- 

ner over the past 2 to 3 years. I have also indicated the increases 
in wages, and wage benefits, and I want to specifically point out that 
wage increases in the refining industry in the period 1947 through 
1951 were 143 percent of the increases in the same period in all manu- 
facturing industries. As one of our members has pointed out, since 
that time there have been 5 separate labor or wage increases amount- 
ing to 47 cents per hour, plus other benefits, which have cost approxi- 
mately 18 cents per hour. These cost increases are not necessarily 
uniform, varying from plant to plant. 

The significance, however, is that the cost increases have obviously 
been substantial within the refining industry, and are far greater, 
proportionately, than has occurred in other manufacturing industry. 

Obviously, the wage increases, plus the increases in important ma- 
terials prices, have reduced the refiner’s margin substantially. Any- 
thing from 45 to 70 percent seems to have been a general figure, as we 
can learn it from our membership. 

Unlike many other industries, these extraordinary costs were not 
permitted to be passed on during the OPS period, and the refinery 
price was frozen. They had to be absorbed. In the current increases 
In price, no provision has been made for taking into account adjust- 
ments which sooner or later must be made to cover these additional 
costs. 

If these overdue adjustments are not made, the refiner will inevit- 
ably go out of business. More than that, a great loss will occur to the 
country in the loss of his vigor, his enterprise, his imagination, his 
drive, his independence, his freedom of action. 

Further than that, there will be loss in the inability to provide to 
the consumer—the ordinary consumer, the industrial consumer, the 
Federal Government, the military—those technological advances 
which have been so significant in this industry; and which are so 
important to the many things that we can do in our everyday life 
and to the military success which is of such great importance today. 

Thank you, sir. 

Mr. Hesevron. Mr. Batzell, do you wish to have the privilege of 
also submitting such answers as you care to make to the questions the 
chairman asked on this subject ? 

Mr. Barzet.. Excepting for time, and to the extent that I am quali- 
fied to do so, I would have preferred simply to try to answer those 
questions here and now, if you are interested in my answering them. 

In many cases, as you can appreciate, because the association mem- 
bership conducts no such operations at all, it is not qualified to answer 
them. In many cases, because the questions involve large company 
operations, foreign operations, or production operations, we have no 
qualifications to answer them. 

Mr. Heseton. I am sure we all appreciate that. It is simply that 
we want you to have the same privilege that all other witnesses have, 
of answering those questions that you feel competent to answer. 

Mr. Barzeu. To the extent that there remain questions that we can 
competently answer, certainly I shall be glad to provide the answers 
for the benefit of the committee. 
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Mr. Heserron. Do you mean you would rather do that now? 

Mr. Barzei. Whichever you prefer, sir. I personally would prefer 
to do it now, but I recognize the limitations on the time under which 
you are operating. If it is your desire, I will write them out. 

Mr. Hesexron. Perhaps we can compromise on it. I have been ad- 
vised that the bill which 1s on the floor was due to be opened for amend- 
ment at 4 o’clock. It is now 6 minutes past. We may be interrupted 
at any moment. I wonder if the committee members have any ques- 
tions first that they would like to ask before we start to see how far 
we can go on the chairman’s questions. 

Mr. Bush, have you any questions? 

Mr. Buss. On your table here on page 12, Mr. Batzell, you give 
the service-station price from 1945 to 1951, including tax. 

Mr. Barze.y. Right. Those are averages. 

Mr. Busn. Then you give the total tax. 

Mr. Barzey. Those are averages, you understand, sir. They vary. 

Mr. Busu. Yes; I appreciate that. 

Then you give the cost of the service station. 

Mr. Barzei. Right. 
| o Busxu. But you do not make any mention in here about the 
obber. 

What does the refinery actually $ for its gasoline? There is 
a jobber to be considered in here. You do not mention him in here. 

‘Mr. Barze.u. If you will look in the text, sir, during this period the 
price of gasoline rose from approximately 7 cents rr gallon to 1034 
cents per gallon. The tank-wagon price increased from 10.07 cents 
per gallon to 15.34 cents per gallon. The refinery price, however, 
was the 7 cents per gallon to 1034 cents per gallon. That was not set 
forth in the table. It appears in the text. 

Mr. Busu. It just seemed to me, as far as the record was concerned 
there, it was not showing a clear picture as far as the refineries are 
concerned, because a jobber has a certain profit in there, a certain 
margin that he has to work on. So, as far as your refineries are con- 
cerned, they would be getting less here than what this table shows. 

Mr. Barzety. Absolutely. 

Mr. Busu. And I think in all fairness to the refinery, you ought to 
show what the jobber gets in there. 

Mr. Barzeui. I would be very glad to expand that table. I put the 
table in simply as a reference point, hoping that the textual material 
itself, which stated the actual price to the refiner, would cover it. But 
I agree with you. 

Mr. Busu. I do not think you present your full case if you do not 
include it, because the jobber there gets some money which does not 
show up here. 

Mr. Barzeti. That is correct. And then there are transportation 
and distribution charges. 

Mr. Busu. So the refiners are not getting the benefit of all that. 

Mr. Barzetu. No, sir. They were getting from 7 to 1034 cents per 
gallon. You are absolutely right. 

Mr. Hesevron. Mr. Williams? 

Mr. WuiiaMs. No questions. 

Mr. Hesettron. Mr. Hale? 

Mr. Hatz. No questions. 

861795434 
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Mr. Hesevton. In your statement, I think you said that because the 
consumer would not pay the increase in the cost of the distillates in 
the Northeast, the prices came down. , 

Mr. Batze... No,sir. I meant to say that in the West and Midwest, 
an attempt was made to increase the price of residual fuel oil, not 
distillates, by 20 cents a barrel, but that this had proved unsuccessful. 

I don’t know what various major companies did about that, but I 
know that some of our membership attempted to post a price increase 
of 20 cents per barrel on residual, but they were unable to find pur- 
chasers at that price, and were forced to reduce the increase to 15 
cents per barrel. 

I made no mention of distillate, or at least I intended none, in the 
Northeast, except to indicate that increased prices had dropped on the 
eastern seaboard. 

Mr. Hesevron. You have clarified that, anyway. That was the 
impression I had. 

Speaking on that subject, of that reduction by 50 percent of the 
posted increase, certainly there is no evidence that I have heard, and 
1 do not think there is any evidence available, that it came down 
because of consumer resistance. It was too. short a period of time, 
in the first place, it seems to me, for that resistance to develop. And 
in the second place, I know of no indication that there was a falling 
off of normal purchases of those distillates. I may be in error, If 
there is anything to correct that, I would welcome it. 

Mr. Barzeui. You are talking, sir, about the Northeast, and the 
price of distillates in the Northeast ? 

Mr. Hesevton. Yes. 

Mr. Barze.t. I am not familiar with the details of that marketing 
situation. 

Mr. Hesetton. You heard Mr. Blazer testify as follows: 

The independent refiners recognize the danger that the larger integrated 
oil companies which produce hundreds of millions of barrels of crude oil 
per year may use the extra profit derived from the recent crude oil advance 
to subsidize their refining and marketing operations during the prospective 
period of faltering advances on retined products. 

Would you suggest how these profits on crude could be retained 
or restricted only to crude operations and not be used to subsidize 
refining and marketing operations where they compete with the inde- 
pendents, and specifically, would you suggest that the amount of the 
2714-percent depletion allowance on crude be directed solely into 
exploration and development as a possible approach to a solution? 
. Mr. Barze.t. Well, let me take up the last part of that question 
rst. 

This is as good a time as any to assert for the record that one of 
our members has been beseeching for a year that the association 
importune the Congress of the United States to get 2714-percent 
depletion allowance for all products processed through his plant. 
I think it is not a bad scheme. In fact, I think that so far as the 
independent refiner is concerned, looking at the depreciation of the 
independent refiner and the problems that are involved there, I would 
be one to very seriously urge that the independent: refiner and all 
refiners and all business, each have the right to select his own de- 
preciation period so far as the chargeoff and writeoff of the facilities 
are concerned, providing only one thing: That whatever period is 
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selected, and whatever method used for writing off a specific facility, 
be a period and method with which the person is thereafter bound. 

It seems to me clearly evident, looking at the income-tax picture 
from 1913 to date, and especially over the past 10 years, that the 
present administration, and the Republican Members of Congress, 
miuch as they would like to appreciably reduce the tax levels, are con- 
fronted with such overwhelming fiscal problems that it is unlikely 
for some years to come that we can have any substantial reduction 
in normal tax rates. 

It is important to the independent refiner, and I suppose to re- 
finers in general, that, maeciats in connection with the early stages 
of an installation, he have an opportunity to retain in his business 
operations maximum cash, because that maximum cash is what can 
give assurance to lending institutions, banks, insurance companies, 
the public, that the Joans he has had to make to get that facility 
installed will be repaid in a relatively short period of time. 

Representing the Lidependent Refiners Association, I am not com- 
petent really to talk nbout the impact of the depletion allowance as a 
problem. But I certainly do urge for your very serious consideration 
an adjustment permitting this type of accelerated depreciation, if you 
will, at the election of the individual operators. 

I don’t see how Uncle Sam, over the long period, loses any revenue, 
and I see a very great stimulus to the smaller elements of any 
industry. 

I say that not alone with respect to the refining industry but several 
others with which I have some acquaintanceship. 

Mr. Hesteiton. Of course, you recognize this committee has only 
advisory jurisdiction, if you want to call it that, as to what might be 
done in that field. 

Mr. Barzruy. ‘The association hopes to testify before the appro- 
priate committee and has requested permission to do so, 

Mr. Husetton. I was going to ask, having been beseeched by one of 
your people, have you beseeched the Ways and Means Committee? 

Mr. Karzeitu. 1 have requested permission for the association to 
testify. 

I noted with interest the legislation which Senator Capehart last 
week introduced into the Senate. 

Mr. Hesesron. How about the other phase of that question? Do 
you see anything of possible value in preventing the asbeidixasion of 
the refining and marketing operations by confining the depletion allow- 
ance—restricting it—to crude operations only ? 

Mr. Baxzeit. The depletion allowance, as I understand it, applies 
generally to crude operations now. 

Mr. Heseiton. It applies to crude, but is there not also a possibility, 
and is it not a fact, that, as it is handled, it reaches into refining and 
marketing? In other words, there is no definite restriction under the 
law, as I understand it, which compels anyone who takes advantage 
of this depletion allowance to use it for the replacement of the very 
resource upon which the depletion is based. 

Mr. Barzety. As I recollect the law, depletion allowance can only 
be taken from the well or property from which production is actually 
derived, and the depletion allowance, however computed, must. be 
computed against the barrels produced from a given well or given 
property—no production, no depletion. 
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Now, perhaps someone in the audience can correct me on that. But, 
as I understand depletion allowance, that is the rule of law. 

Mr. Heserron. I think probably you are right about that. But that 
is the formula, so to speak, by which the amount of the allowance is 
arrived at. 

Now, then, the dollars that are retained by virtue of not having to 

ay them into the Treasury are in the company treasury: Those dol- 
fae: so to speak, are not earmarked—at least, I do not understand they 
are earmarked—and used exclusively for exploration and development. 
They can be used, if the corporation or individual concerned desires 
to use them, to take care of any losses on refining or marketing or any 
other phase of the business other than the exploration and develop- 
ment. 

Mr. Barze.u. I presume that is right, sir; that the money available 
from the difference in taxes is generally available to the company. I 
think that is why a good many independent refiners only wish they 
could get a better depreciation base of their own to be able to handle 
investment in further installations of obviously high risk. Perha 
other reasons, of course, are operating there. I do not know. The 
depletion allowance is a tax consequence as depreciation is a tax 
consequence and in both instances only the difference in taxes is what 
is available. To a certain extent, and a very difficult percentage to 
measure, they obviously represent money retained in the company 
which otherwise would be paid out in taxes if depreciation or depletion 
were not proper deductions—in the same way as an individual, if he 
did not have any children, would pay more taxes than if he has the 
deductions permitted for the children. 

Mr. Hesevron. I certainly do not expect you to make an offhand 
answer to that problem. 

Mr. Barzett. There is one thing that I did hear in depletion allow- 
ance discussions previously by the committee, now thatyou have 
brought the subject up, that seems to me might be mentioned. There 
seems to be an impression that the various geological and geophysical 
exploratory costs could be expensed. I think that is an error. I think 
there was a ruling in 1950 by the Treasury, T. D. 5005, or something 
like that, which required all producers, so far as such costs were con- 
cerned, to capitalize those and treat them as a part of the cost of the 
property. 

I was here last week and I heard some testimony, and it seemed to 
me that there was some confusion.on-that point. I think you will find 
that to be correct. 

Mr. Hesevron. I was going to comment that I do not know what 
the chairman’s program may be with reference to any inquiry of 
Treasury representatives on that depletion allowance question. I 
do not think we should ask you to bind yourself on that. 

The chairman is now returning. 

Mr. Chairman, we have completed the examination of the witness. 
He has expressed a desire to speak now to the questions that you 
asked on July 1. I understand some of the witnesses have indicated 
they do not Feel they are competent to answer certain questions. 


The Cmamman. If he cannot, he can say'so. 
Mr. Brarzevy. I haven’t said I was competent. I said I preferred 
to answer them now, if I could. I explained before that I represent 
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the Refiners Association, and many of these things are not something 
we can answer. 

The first question, sir, as I understand it, is: “Do the increased 
prices truly reflect the operation of normal market factors of demand 
and supply, or are they the result of other causes?” 

As I cat attempted to explain in the prepared testimony, and in 
my general summary of that prepared testimony, in my view, the in- 
dependent refiner—and that is all I can talk about—had to increase 
these prices-to the extent that he could, or else he was going to be 
operating substantially in the red and was very quickly faced with 
going out of business. 

The second question is: “Was an invitation for someone else to 
start an price increases issued last May by our biggest oil com- 
pany 

I take it that that refers to the increased crude price. I have no 
idea as to what the significance of the statement referred to under 
the question is, and whether it had anything to do with the action 
that Phillips took or didn’t take. 

I haven’t discussed it with any of the big companies or with Phillips 
or with Phillips’ representatives, and nobody with whom I have talked 
in the association has given me any indication that he knew that any 
such crude increase .was,underway. 

I rather got-the impression that it came as a surprise. 

Mr. Hessxron. I think the significance lies in the fact that this par- 
ticular spokesman for the industry—I will put it this way: that the 
industry at that time opposed any attempts to raise the price of crude 
up to the time of this statement. In oe words, whether that is a 
signal for the industry to go ahead. 

fr. Barzeti. Well, I certainly do not know that. I am just com- 
pletely at a loss, quite candidly, to have any knowledge of the possible 
consequences, if any. The independent refiners, basically, are not 
producers of crude oil in any substantial quantity. Personally, from 
my point of view, the statement referred to here first gained promi- 
nence in my attention after the commencement or about the time of 
the commencement of these hearings, at which time it was pointed 
up. 

Three, “How did it happen that when one company initiated a price 
increase, all of the others so quickly followed suit? Was this an 
meen of free competition?” 

ell, I take it that, from the crude side, it was absolutely necessary 
for most independent refiners to preserve their crude connections, and 
once it looked like the price increase on crude was going to stick, they 
promptly increased their postings in order to maintain crude flowing 
to the refinery. 

Does that answer the question ? 

Mr. Heseiron. You may proceed. 

Four. “Did the company initiating the increase in the price of 
crude oil do so because it had been losing business to its competitors?” 

I do not know. Mr. Keeler, of Phillips, was here, I gather, and 
testified that was not the sole reason. But his words speak for them- 
selves. I cannot speak for Phillips. 

Five, “How can the increases in crude oil, gasoline, and. fuel-oil 
prices be justified today in view of our having the greatest proved 
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reserves we have ever had, record rates of production, high inven- 
tories of production, high imports, and excess of production capacity 
of a million barrels a day over current rates.of production?” 

Again, so far as the independent refiner is concerned, he increased 
the price of his products, did it promptly, to attempt to recover the 
maximum extent possible in the face of a crude-price increase which 
he was confronted with paying immediately. 

Six, “How can the fuel-oil price increase be substantiated at this 
time in view of the high level of stocks and seasonal ebb in demand ?” 

I take it that this question primarily goes to the east coast situation. 
My knowledge of the stock situation on the east coast is not great, 
but there are one or two points that do occur to me. 

First, there has been an effort by the Federal Government over the 
past 2 years to increase tankage at terminals in the east coast area and 
elsewhere in the country especially at what they call the ice-bound 

orts, ports difficult to get to when the winter freezes up the Great 
Eakes and the movements along the Erie Canal. 

The purpose of constructing that storage, presumably, was to fill 
it with products against the time when it will be drawn down. I pre- 
sume if that purpose is successful, stocks would increase. But I do 
not have a positive knowledge as to the relative size of stocks in the 
light of day’s supply or projected fuel-oil demand. 

There is, of course, one other factor which has been several times 
mentioned, and that is, during May of last year there was a refining 
strike affecting about one-third of the productive capacity of the 
refineries of the Nation and about two-thirds of the aviation gasoline 
productive capacity. As a result of that, I believe that stocks prob- 
ably were in terms of day’s supply, and absolutely, disproportionately 
low last year. 

Seven, “Is the increase in the price of fuel oil an expression of a 
policy of discouraging consumers from using oil for fuel?” 

So far as I know, categorically, no. I think the refiner is interested 
in selling all of the products which he makes, and fuel oil is one of the 
products which he cannot help but make. I do not think he is in- 
terested in driving his customer away. I think his real problem is 
the problem which has been discussed in the statement, the problem 
of recovering to the maximum extent possible, the increase in cost. 

Eight, “Has domestic production been so restricted so as to jeopard- 
ize or reduce supply below current demand through the manipula- 
tion of the rates of oil to be produced by the Texas Railroad Commis- 
sion or other commissions ¢” 

I do not know. That is a production problem. 

Nine, “Why has the Texas Railroad Commiission, since the increase 
in the price of crude oil, now raised the amount of oil which may be 
produced although that production still-exceeds demand by 400,000 
barrels daily ?” 

Again, I do not know. ‘These are questions which go to the preb- 
lems of production, the attitudes and effects of the State regulatory 
commissions. 1, representing refiners, am not competent to answer 
them. 

Ten, “In what way do the sustained high earnings of the oil com- 
panies show a need for price increases to meet rising costs ¢” 

Well, in my statement I have endeavored to point-out that so far 
as the independent refiner is concerned, his earnings, quite opposed 
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to being sustained and high, have substantially decreased since the 
start of Korean hostilities. Our evidence indicates that his net profit 
has dropped, in some cases to zero, and in general by 48 to 75 percent 
over that period of time. He has not had and does not now have 
high earnings, and his earnings for the past few years have not been 
sustained in any manner except on a constantly downward trend. 

Eleven, “In view of the record drilling in 1952 of nearly 46,000 wells, 
and a continuation of drilling through the first quarter of 1953 at 
the same rate as 1952, what is the need of a price increase as incentive 
for additional natural drilling of wells?” 

Again, that is a production problem and I, as a refiner representa- 
tive, am not competent to attempt to answer the question. 

Twelve, “How far has the change in the rates for ocean tankers 
affected downward the price for heating oils on the eastern seaboard 
inasmuch as the increased rates for tankers was urged a year ago as 
reason for a need to increase prices?” 

That is a question which goes to operations of resellers, marketers, 
and transporters on the eastern seaboard. None of our membership 
is engaged directly or indirectly in that business, and I just do not 
know the answer. 

Thirteen, “Why has California, a traditionally large supplier of oil, 
been forced to import oil from other areas to supply west coast con- 
sumers and to increase prices, reportedly to meet the higher costs 
of such imports ¢” 

Again, we do not have membership in California. But from gen- 
eral knowledge, it appears that California has been in a short position 
on crude oil and products, and that this threatened short position 
existed some time ago, has been aggravated by the Korean conflict, 
and continues te exist, unless supplemented by material coming from 
other sources. 

Mr. Hesevron. Mr. Batzell, I am sure no one expects you to answer 
the next two questions. 

Mr. Barze.u. I will say again I, as an independent refiner repre- 
sentative, am not competent to attempt answers to them. 

Sixteen, “Do the increased prices in gasoline and fuel oil merely 
represent a forecast of the higher prices which the major oil com- 
panies have intimated would follow the enactment of any policy to 
restrict imports ¢” 

I know nothing about what the major oil companies are going to do. 
But I have testified here, and I think others for the independent 
refiners have indicated quite c learly also, that they feel, if the market 
will support it, that additional increases in price to the refiner are 
desirable and necessary. How quickly that can come about or will 
come about, if at all, I do not know, and I presume they do not know. 

The point is that the independent refiner has not been able, ade- 
quately, to provide, out of his earnings, for the technological improve- 
ments that are necessary. He has been operating ina loss position or 
a break-even position for several months and his e arnings have seri- 
ously deteriorated since Korea. Something, presumably in the way 
of an increase in price, will have to come about if he is again to regain 
a satisfactory earning position. 

Seventeen, “Or are the higher prices for crude oil the result of some 
understanding reached to avoid enactment of a policy restricting 
imports ¢” 
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I would presume not. 

Mr. Hesevron. Any questions? 

On behalf of the committee, I want to thank you, Mr. Batzell, for 
presenting this to us and for the discussion which you have given. 

I might make a statement that the witnesses tomorrow will be the 
Honorable Harold E. Stassen, Director of Mutual Security, accom- 
panied by Mr. Glen H. Craig, Acting Assistant Director of Supply 
of that Agency; Mr. Cornelius J. Dwyer, Chief of Petroleum and 
Petroleum Equipment Branch of that Agency; and Brig. Gen. A. H. 
Johnson, Chief of the Petroleum Program, Office of the Secretary of 
Defense. 

The committee will stand adjourned until 10 o’clock tomorrow 
morning. 

(Whereupon, at 4:37 p. m., the committee adjourned, to reconvene 
on Wednesday, July 15, 1953, at 10 a. m.) 
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WEDNESDAY, JULY 15, 1953 


House or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, DV. C. 

The committee met at 10 a. m., pursuant to recess, in room 1334, 
House Office Building, Hon. Charles A. Wolverton, chairman of the 
committee, presiding. 

The Cuarmrman. The committee will come to order. 

Today in our hearings on the recent increases in the prices of oil 
and oil products we come to a third phase of our inquiry. Hitherto 
we have heard from some of the large users of oil products like the 
pee aay industry. We have heard representatives from the 
petroleum industry, representatives from the producing, refining, 
and marketing branches of that industry, both major and inde- 
pendents. 

While that phase of our inquiry is not completed, today we are 
hearing some of the officials in two areas which are of great concern 
to the Tepernanen and to the taxpayers of this Nation. One is the 
area of the financial aid which we are giving to our friendly nations 
across the sea. The other is the tremendous amount of direct and in- 
direct oil purchases made by our defense program. 

The subject of petroleum in our foreign-aid programs has been one 
which this committee has given great attention. Early in 1938 when 
the original European recovery program was first proposed we had 
occasion to inquire into the role of petroleum and petroleum equip- 
ment in that program and issued a report that I feel today is marked 
as an excellent analysis and prediction of just what petroleum would 
mean in the recovery effort. 

Subsequently, we have taken up with the Economic Cooperation 
Administration and its successor, the Mutual Security Agency offi- 
cials the development of that program on the efforts not only to re- 
store the economic and industrial capacities of those nations but to 
meet the continuing dollar deficits they are experiencing. 

Today, accordingly, we are pleased to have as witnesses before us 
representatives of the Department of Defense and the Mutual Secu- 
rity Agency. We expect later this morning the presence of former 
Gov. Harold Stassen, now Administrator of the Mutual Security 
Agency, to tell us just how the European nations will be affected by 
the increase in crude oil and products, particularly if the 25-cent 
barrel increase in the Middle Fast should become general. We also 
expect to hear from Gen. E. H. Johnson, Chief of the Office of the 
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Petroleum Program, Office of the Secretary of Defense, as to the effect 
that this increase would have upon our national defense appropri- 
ations. 

The first witness will be Mr. Cornelius J. Dwyer, Chief of the Petro- 
leum and Petroleum Equipment Branch, Office of the Director of 
Mutual Security. 

Mr. Dwyer, you may proceed. 


STATEMENT OF CORNELIUS J. DWYER, CHIEF, PETROLEUM AND 
PETROLEUM EQUIPMENT BRANCH, MUTUAL SECURITY AGENCY, 
ACCOMPANIED BY G. H. CRAIG, DEPUTY ASSISTANT DIRECTOR 
FOR SUPPLY; AND HOWARD MORRISON, ASSISTANT CHIEF, 
PETROLEUM AND PETROLEUM EQUIPMENT BRANCH 


Mr. Dwyer. Mr. Chairman and members of the committee, I have 
with me today my superior, Mr. Glenn Craig, on my right. He is 
Acting Assistant Director for Supply of the Mutual Security Agency 
and is here to answer questions which may go beyond the field of petro- 
leum into the overall mutual security program. I have with me, also, 
my deputy, Mr. Howard P. Morrison. 

With your permission I would like to read a brief statement. 

You asked us to come here today to discuss the effect of the recent 
mereases in the United States price of crude oil and petroleum prod- 
ucts “upon the dollar deficit of those nations to whom we are capyting 
aid.” Despite the fact that MSA stopped financing nonspecialty crude 
oil last year, the agency remains interested in the price of this com- 
modity as well as in the price of specialty crude oil and petroleum 
refined products which we do finance, because of oil’s great importance 
in the dollar balance of payments of these nations. 

Although two Middle Kast crude producers have raised their prices 
across the board by 25 cents per barrel, we do not know as yet whether 
the other companies will follow them. 

Product prices have gone up in the rest of the world in response to 
the increase in the United States since everywhere they are based on 
the prices quoted in the United States Gulf plus freight from the 
Caribbean, the Persian Gulf, or Indonesia. The new level of product 
prices has not yet firmed up, but we have made some calculations as 
to the future level of prices based on the product markups which fol- 
lowed other increases in the price of crude oil. 

If the past relationship holds true, Western Europe? imports of 
xetroleum products from dollar sources for fiseal year 1954 will rise 
mn cost by $12 million, from an estimated $205 million to an estimated 
$217 million. The increased cost of Europe’s relatively small imports 
of United States and Venezuelan crude oil is estimated at $3 million. 

These increases will also apply to the products refined in European 
refineries. We estimate that European consumers will have to pay an 
additional $122 million in local currency as a result of these markups. 
It is impossible, however, to calculate the effect of this increase in the 


* Countries which are members of the Organization for European Economic 
Cooperation : Austria, Belgium-Luxembourg, Denmark, France, Germany, Greece, 
Iceland, Italy, Trieste, the Netherlands, Norway, Portugal, Sweden, Switzerland, 
Turkey, and the United Kingdom. 
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refinery margins on Europe’s dollar balance of payments. Taxes 
will have to be paid upon it and the subsidiaries of the American com- 
panies concerned, which own approximately 25 percent of Europe’s 
refining capacity, may not be able to remit all of their added profits 
after taxes. 

The profits made by subsidiaries of the British companies, which 
own 45 percent of capacity, will move to the United Kingdom through 
the European Payments Union. Thirty percent of European capacity 
is owned by.independents.and their additional profits after taxes will 
presumably remain in the countries concerned, 

The United Kingdom will benefit from the increased margin of the 
continental refineries owned by British companies. It will also profit 
from product sales to the rest of the sterling area and elsewhere in 
the worldwide markets of these companies. A portion of this addi- 
tional income will ultimately flow to the Netherlands, through its 
interest in the Royal Dutch Shell group. 

It may be, of course, that product prices will not increase to Europe 
by the full amount of the increases in the United States. The relation- 
ship between crude oil prices and refined product prices in the Medi- 
terranean has not reflected the actual supply situation for some time. 
Partly as a result of too high a spread lareaee crude and products, 
there has been overexpansion in that area and the natural result has 
been local price-cutting. There are signs that a new price structure 
may be in the making, a structure which would result in lower prices 
in the Mediterranean. 

It is also possible that world prices for the more valuable products 
may not remain tied to United States prices. The only petroleum 

roduct which the United States now imports in significant quantities 
is residual fuel oil, since the import tax on most other products is 
quite high. For instance, it amounts to fifty-two and a half cents per 
barrel or one and a fourth cents per gallon on gasoline. 

Since the war, moreover, the United States has ceased to be a major 
exporter of bulk petroleum products, although there was a temporary 
increase in this trade in 1951 and 1952 as a result of the Iranian 
crisis. Since the United States now exports only relatively small 
quantities of motor gasoline and the high tariff precludes its import, 
the domestic market for gasoline may become isolated from the world 
market. It is thus possible that different levels of prices may ulti- 
mately be reached for gasoline and other higher priced products in 
the outside world than in the United States. 

MSA is also aiding four far eastern countries; namely, Indochina, 
Formosa, Thailand, and the Philippines. We calculate that the cost 
of their petroleum product imports from dollar sources might in- 
crease from $42 million to $45 million. 

Since the supply of crude oil in the Middle East is recognized to be 
abundant and the demand for petroleum products is still restricted 
in most European countries to conserve scarce foreign exchange, 
strong resistance on Europe’s part to any general increase in the price 
to it of Middle East crude oil could be expected. The American com- 
panies, in particular, would encounter serious difficulties in obtaining 
the additional dollar exchange. 

The argument.has been made that, unless the price to the United 
States is increased, imports of Middle East oil would rise so rapidly 
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that the domestic industry might suffer. It is true that, at the cur- 
rent spot market tanker rate of approximately USMC—50 percent, 
Middle East oil apparently can be delivered to the United States east 
coast cheaper than crude from the United States gulf coast. 

However, the spot market represents only a very small portion of 
the world’s tanker fleet, and it is exceedingly sensitive to shifts in 
demand for the small number of ships available. Although this de- 
mand is weak at the present time, past experience shows that spot 
charter rates can rise within a matter of days to levels which would 
make shipments of Middle East oil to the United States in these 
marginal tankers prohibitive in cost. 

The great bulk of international crude oil movements take place in 
company fleets at company rates, most of which approximate the 
twice-yearly London Award, which is the opinion of a group of 
London shipbrokers as to a 2-year time charter rate. At the current 
London Award rate of approximately USMC—19 percent, Middle 
East oil delivers to the United States east coast from the Eastern 
Mediterranean pipeline terminals at a price close to that of gulf 
coast crude. 

If the price to Europe of Middle East crude increases an average 
of 25 cents per barrel, Western Europe’s total bill in all currencies 
for crude oil (excluding inbond imports) for fiscal 1954 would rise 
by an additional $131 million, from $1,028 million to"$1,159 million. 
MSA estimated originally that the American companies would sell 
$39 million worth of crude to Europe for local currencies in fiscal 
1954. 

These sales, of course, are limited by the amount of purchases the 
companies can make in the European Payments Union currency area 
and it is unlikely that they can now greatly increase their purchases 
above the presently-planned level. Thus the companies would prob- 
ably ask to be paid in dollars for the increase in the price of this 
portion of Europe’s imports—five million dollars. 

We estimate that total sales for dollars, including this item, would 
increase from $209 million to $239 million, providing that European 
nations place no new restrictions on the use of dollar exchange for 
petroleum purchases. 

Most. of the nondollar oil, of course, is sterling oil; and while 
Britain’s dollar deficit would become somewhat larger, that coun- 
try’s overall balance of payments would benefit by a much larger 
amount from increased profits on sales of crude oil for other cur- 
rencies to continental Europe and the rest of the world. 

To sum up, if Middle East crude-oil prices do not increase, the 
direct dollar cost of price increases in imported products and West- 
tern Hemisphere crude oi] to the OEEC nations and the far east- 
ern countries receiving MSA aid would amount to an estimated $18 
million. If Middle East crude also rises in price, the additional dollar 
drain of this group of countries would total $48 million. 

The CuHarrman. Are there and questions, gentlemen ¢ 

Mr. Heseuron. I am not sure that I quite get the total increases. 
You place it at an estimated $18 million with a possible additional 
$48 million, or $66 million total. You have an increase of $12 mil- 
lion in Western Europe with a possible additional $8 million on im- 
ports from the United States. 





PETROLEUM STUDY 535 


In the Far East you have a possible increase of $3 million. That 
is exclusive of the $122 million that European consumers would have 
to pay in local currency. 

‘inally, if I understand it correctly, you have the figure of $131 
million on Middle East crude to Europe. That may be already in the 
picture, I am not sure. There is $10 million on total sales for dollars. 
That is quite a substantial amount. I do not know what the total is, 
but it certainly is over $66 million, 

Would you be willing to go over that again and give us the total 
increase ? 

Mr. Dwyer. On the dollar side, the increase is made up of $12 mil- 
lion representing the increase on product imports to eke plus 
$3 million on United States and Venezuelan crude oil, making $15 
million, plus another $3 million on far eastern products, making a 
total $18 million. Those increases are in existence now. 

If middle eastern crude-oil prices go up, by 25 cents per barrel 
at all loading points, the additional dollar cost would be $30 million ; 
18 plus 30 is 48. That is the increase in dollar cost. 

The total price increase to European consumers is another calcula- 
tion. The total increase in the cost of imports is a third. The con- 
sumer will pay an additional $122 million in local currency for the 

roduct imports plus the output of European refineries. Of this total, 
12 million represents the increased price of imported dollar products, 

We are loceumr up the figure for imported sterling products. I 
suppose it will be something like twice that. The total of $122 mil- 
lion is the increase in price to the consumer, 

This increase to the consumer is the same whether middle eastern 
crude oil goes up in price or not because the product-price increase 
has already taken place. 

The increase in the cost of crude-oil imports from the Middle East— 
including dollar, sterling, and france crude oil—is $131 million. To 
this we add the figures on dollar-product imports and imports of 
United States and Venezuelan crude oil which are another $15 mil- 
lion, for a total of $137 million, plus this figure we are looking for 
on the increased cost of sterling-product imports, and sterling crude 
from Venezuela. The final figure will be the total increase in the 
cost of imports to Europe. 

So there are three different things: The increased price to the con- 
sumer, the increased dollar cost, and the increased overall cost of 
imports. 

Mr. Heseiton. Then the $48 million is the increase as of now, ir- 
respective of what happens in terms of Middle East prices ? 

Mr. Dwyer. The two companies that have raised prices, Gulf and 
Anglo-Iranian, are companies that do not sell significant quantities 
of oil to Europe for dollars, Gulf sells most of its oil to the United 
States. Anglo-Iranian sells for sterling. So if we could assume their 
orices could remain up and the others down, the increased cost in dol- 
lose on Middle East crude would be very small. 

As it stands now, the increased cost in dollars is $18 million, repre- 
senting products and Western Hemisphere crude only. If the other 
companies follow Gulf and Anglo-Iranian, on a Middle East crude 
increase, it will be 48 million in dollars. 
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Mr. Hesevron. I suppose some of it must be involved so far as the 
military aid is concerned, or is it exclusively on oil that will go into 
the civilian economy ¢ 

Mr. Dwyer. This is oil that goes into the civilian economy and for 
the Armed Forces of the countries concerned. It excludes United 
States forces in Europe. 

The increased cost on sterling product imports is $2614 million and 
the increased cost on sterling crude from the Caribbean is $6 million. 

Mr. Hesevton. That is all, Mr. Chairman. 

The Cuatrman. Mr. Younger. 

Mr. Youncer. You said that the price of the products has already 
gone up! 

Mr. Dwyer. Yes, sir. 

Mr. Youncer. Then you say that if the crude in the Middle East 
goes up, there will be another increase on top of what has already 
occurred ? 

Mr. Dwyer. Not in products, sir. The increase will be in the im- 
ported price of the crude oil from which the products are made. 

Mr. Youncer. What is the increase in the products that have al- 
ready gone up due to? 

Mr. Dwyer. It increases the refiner’s margin. The average in- 
crease on Europe’s range of products is something like 23 cents a 
barrel. It varies between refineries, but they average an increase of 
23 cents in their refinery margin upon which they have to pay taxes 
and so forth. 

Mr. Youncer. Has that been an increase that has been recent ? 

Mr. Dwyer. It followed the product-price increase here because 
all of European product prices are based on United States prices. 

Mr. Younger. Then it looks as though if the Middle East would 
raise again, that should result in an increase in the products, or is 
there much crude imported or taken from the Middle East to the re- 
fineries in Europe ¢ 

Mr. Dwyer. Nearly all-of the European refineries run on Middle 
East crude now. 

Mr. Youncer. If that goes up to 25 cents a barrel, would not that 
affect the price of their products, also? 

Mr. Dwyer. The prices are not set in that way. The product 
price is set independently of the crude-oil price. 

Mr. Youneer. It is different than here in this country? 

Mr. Dwyer. It is a very peculiar system and has all kinds of 
anomalies in it. Asa result of these anomalies, the price of petroleum 
products in Italy and Greece, which are much closer to the Persian 
Gulf than France, is higher because it is set as if it came from the 
Caribbean. It is an outdated price structure. 

As we say in the statement, there are a good many pressures upon 
it. Itis pretty shaky at the present time. 

Mr. Pexiy. Will the gentleman yield ¢ 

Mr. Younger. Yes. 

Mr. Pexty. Is there a so-called cartel that. controls the price in 
Europe? 

Mr. Dwyer. Not so far as I know, sir. 

Mr. Youncer. I do not have any other questions, Mr: Chairman. 

The Cuarrman. Are there any further questions, gentlemen? 

Mr. Harris. Yes. 
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The Carman, Mr. Harris. 

Mr. Harris. Mr. Dwyer, if Mr. Heselton indicated any confusion 
in this matter, I wish you would understand my state of mind. In 
the first place, you say that the Mutual Security Administration 
stopped financing nonspecialty crude oil last year. What do you 
refer to as nonspecialty crude oil? 

Mr. Dwyer. It is easier to define “specialty.” Specialty crude oil, 
sir, is the oil from which lubricating oils or asphalt are made, special 
types which are not run for the usual range of bulk products. These 
are just about the only shipments of V enezuelan and United States 
oil to Europe at this time, except for a few old refineries or parts of 
refineries which cannot run the high sulfur middle eastern crude oil. 

Mr. Harris. In other words, the specialty crude oils which you do 
mention in your next statement are a relatively small part of the 
crude oil and products involved ? 

Mr. Dwyer. Yes, sir. 

Mr. Harris. They would have to do with motor oil and asphalt! 

Mr. Dwyer. Yes, sir. 

Mr. Harris. It has nothing to do with residual, gasoline, and so 
forth ? 

Mr. Dwyer. They do make some residual and some gasoline out 
of it, but it is really refined for its special qualities. 

Mr. Harris. You say, also, there are two Middle East crude pro- 
ducers that raised their prices across the board by 25 cents per barrel 
and MSA does not purchase from these 2 companies. 

Mr. Dwyer. We do not purchase any middle eastern crude. 

Mr. Harris. You do not purchase any middle eastern ? 

Mr. Dwyer. We have not for a year. 

Mr. Harrts. In other words, MSA has no particular interest, direct 
interest, so far as furnishing funds is concerned in any of the middle 
eastern shipments and purchases? 

Mr. Dwyer. That is right, sir. 

Mr. Harris. Do I understand you to say the only possible way that 
the MSA program can be affected by this price adjustment is the 
relatively small amount that is provided through this specialty crude 
oil? 

Mr. Dwyer. And imported products. That is the only direct way 
in which we would be affected. For instance, for next year we est1- 
mate that the total imports of dollar crude oil and products from all 
sources into Europe will be $443 million. About half of that is middle 
eastern crude oil, and we do not finance that. We estimate that we 
will finance about $90 million of petroleum products and this small 
quantity of specialty crude oil. So we will finance about half of the 
balance left after you deduct the middle eastern crude oil. 

We have an indirect interest in the effect of this increase on the 
dollar balance of payments on the countries concerned, of course. 

Mr. Harris. As I understand it, your entire statement is based on 
if this happens or if this does not happen. 

Mr. Dwyer. Yes, sir. 

Mr. Harris. So far as you can see now, there is no immediate or 
direct, effect on the situation ? 

Mr. Dwyer. Except for the increase in the price of imported 
products. 
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Mr. Harris. You mean from the United States or Venezuela; do 
you not? 

Mr. Dwyer. Yes, sir. 

Mr. Harris. How does it happen that this imported product to 
Europe or else the middle eastern product makes its way in the Euro- 

an countries through the refineries and finds itself laid down here 
in the United States at about 45 cents a barrel less than the product 
price in this country ¢ 

Mr. Dwyer. There is a surplus of refining capacity in Europe at 
this time. 

Mr. Harris. There is a surplus, you say ¢ 

Mr. Dwyer. Yes. 

Mr. Harris. Yet MSA is financing additional imported products? 

Mr. Dwyer. The only exports from Europe to the United States of 
which I know, and we have been watching this very carefully, are a 
couple of cargoes of residual fuel oil that have moved from France 
to the New York area. These cargoes were moved in tankers which 
had previously taken Texas crude, specialty Texas crude, to the re- 
finery. We believe this is an economic kind of movement. 

I do not think we should complain about that kind of movement 
because the tanker was going we empty. Otherwise, it would have 
to be in ballast. 

Mr. Harris. I am not complaining about the situation; I just want 
to know the facts about it. 

Mr. Dwyer. These are not the products that we finance; this is 
residual fuel oil. What the Europeans buy from the United States 
are specialty products, lubricating oils, greases, waxes, and aviation 
gasoline which is very important because they do not make any in 
Europe. In return these few cargoes of residual have been moving, 
but we are not financing any residual imports to Europe. We have 
had this kind of problem come up recently: the French may have 
surpluses of asphalt or residual or some product yet they ask us to 
finance imports of the same product for dollars for overseas territories. 
In most cases we will not do so, We say, “Ship it from France.” 

Mr. Harris. Suppose we try to develop an actual situation just out 
of this. Suppose you have $100 million worth of products from 
Venezuela financed ~ the MSA that goes into the European countries. 
Tell me just how that works in the MSA program, taking into con- 
sideration the sterling question and the counterpart program. Is 
that too much of a question ¢ 

Mr. Craic, Are you interested in the mechanics, Mr. Harris? 

Mr. Harris. Yes. 

Mr. Crate. The mechanics are as follows: Requests are made within 
an original allotment by a government of a participating country for 
$100 million worth of oil, which you mentioned. The MSA, if that 
seems to be within the program we have worked out with that country, 
will approve a procurement authorization for $100 million. That 
means that the importers of that country can receive $100 million in 
foreign exchange Silom to go and buy from the American companies 
shipping from Venezuela. 

Mr. Harris. The application is made and it is approved. The oil 
is purchased by the importer, we will say, from Venezuela. Under 
the MSA program we pay for that oil down in Venezuela with dollars, 
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Mr. Craic. The dollars are made available to the Government of 
France, we will say, which in turn makes it available to its importer 
as dollars to give to the American company in Venezuela. 

Mr. Harris. Then the importer brings the oil into France ? 

Mr. Craie. The importer brings the oil into France. He has in 
the meantime brought those MSA dollars, 100 cents on the dollar, 
with francs that he has taken into the Foreign Exchange Control 
Board in France. So he has bought the dollars. There is the source, 
then, of the counterpart. He has bought the dollars, the MSA dol- 
lars. I mean the importer. 

Mr. Harris. The MSA has the francs? 

Mr. Craic. The Government of France has the francs. Those are 
put into an account in accordance with a bilateral agreement the 
United States Government has with the Government of France; 90 
percent of those francs are laid aside in a joint account and 10 per- 
cent of the francs are put to the account of the United States for cer- 
tain specific purposes which have been indicated in legislation 
followed up in the bilateral agreement. We can use 10 percent of 
the francs for such things as United States Government obligations— 
administration, basic-materials development, and so on. The other 
90 percent is for use within the country jointly between the United 
States Government and the French Government for developmental 
purposes of one kind and another. 

Mr. Harris. Within that country ? 

Mr. Craig. Ordinarily within that country, or it may happen to 
be within their overseas territories, but it is within the jurisdiction 
of that Government. There are some very minor exceptions where 
they have gone outside. 

Mr. Harrts. The same mechanics will apply to most any product 
or material that is needed under the MSA program by a particular 
partic ipating country ¢ 

Mr. Craig. That is correct. 

Mr. Harris. Quite naturally, adjustment of price of any product 
or material will have some effect on the program? Is that true? 

Mr. Crarc. Yes, sir, there will be some effect on the program. The 
effect can be in the balance of payments which Mr. Dwyer has pointed 
out. It can be on the cost of materials for users within the country. 

Mr. Harris. What other major product do we supply under the 
MSA program ? 

Mr. Craia. For the year to come, fiscal year 1954, the total amount 
which is planned or proposed within the authorization legislation to 
be financed in the way I have outlined to you is a total of $250 mil- 
lion. It is a very much reduced defense-support and economic-aid 
program. 

Mr. Harris. All of that is not oil or oil products; is it ? 

Mr. Crate. The oil products part, with respect to new obligations 
in the next year, is only about $11 million, excluding Yugoslavia. 
_— are still some oil products which will flow as a result of obli- 

gations made last year which the MSA is still financing, but new 
Sbligetions against the $250 million which I mentioned for fiscal 
year 1954 are just $11 million. This is an illustrative program. 

Mr. Harris. I appreciate that. 
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What product do we send the most of or will we send the most of ? 
Will they be steel, aluminum, oil, or what? 

Mr. Crarc. I can give you a set of figures on what we plan to 
send, but this one is one which the Foreign Relations and the Boreign 
Affairs Committees have dealt with and they have placed legislation 
on the records for a very large proportion of that sum to be used 
for surplus agricultural commodities. 

I can give you a list of the commodities which it is intended should 
be shipped in the next year. 

Mr. Harris. If it is a large list, it would not be necessary to have 
it now. 

Mr. Crare. We can place it in the record if you wish. 

Mr. Harris. Will you put that in the record, then, at this point 
for the information of the committee. 

(The list referred to follows :) 
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Mr. Hesevron. Will the gentleman yield? 

Mr. Harris. Yes. 

Mr. Heseiton. You have $11 million budgeted for petroleum prod- 
ucts in the next fiscal year, is that right? 

Mr. Craia. I have to correct that. It is $14.6 million. There is 
$3.5 million estimated to go to Yugoslavia which I had left out. 

Mr. Hesevron. Does this price increase so affect your request that 
you could not carry that out, the present 14.6, in terms of quantity 
that you had in mind when you made your request for appropriations ? 

Mr. Craic. This is a very difficult question to answer for the reason 
that in making a request for a sum to accomplish particular objectives, 
one expects some prices to go up, some prices to go down. Since the 
request was made, there probably have been some drops in the price 
of grain and the like. So it is very difficult for me to pinpoint the 
change in the price of petroleum and say this has Toteel the picture 
with respect to the aid total. The fact is that it will make it that 
much more difficult to achieve the objectives, if this is in response to 
your question. 

Mr. Hesevron. You do not contemplate as of now making any sup- 
plemental request because of this situation ? 

Mr. Crate. I think the answer is no because if we were to do that 
from day to day, we would have to pick what are the new price 
changes on a great many commodities that do vary, as you know, a 
great deal. 

Mr. Harris. The price of grain has declined. 

Mr. Craia. That is correct. 

Mr. Harris. In other products you might have higher prices. You 
do have some steel that goes into this program, do you not? 

Mr. Craic. That is correct, sir. 

Mr. Harris. Did the relatively recent increase in the price of steel 
have much effect ? 

Mr. Crate. If you had asked me that a year ago, I would have said 
yes. This year the steel import program for Europe is very much 
less than it has been in the past. The reason for that is that Europe 
has now come to a point “nan except for a few ay they are 
pretty nearly self-sufficient. Of course, they are large exporters of 
steel. 

Mr. Harris. You did have that economic problem in the case of 
steel a year ago? 

Mr. Craic. That is correct. The United Kingdom was receiving 
1 million tons of steel a year ago. The amount for the current year 
is very much smaller. 

Mr. Harris. That price increase sometime ago was about $4 a ton, 
was it not ? 

Mr. Craig. There was one increase of about that amount. 

Mr. Harris. One million tons a year, that would have been $4 
million. 

Do you send with the agricultural commodities certain types of 
beef ? 

Mr. Cratc. There is a very limited meat program that is financed 
by the MSA. I think the only meat which is financed by the MSA 
or exported from the United States is for the Greek Army. Even 
this is a sporadic thing from time to time. So it is extremely small. 
It is negligible. 
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Mr. Harris. The declining prices, then, of cattle and meat have 
little effect on the program ¢ 

Mr. Craia. That is correct, except to the extent those reductions 
are reflected in the South American market which is a major source 
of meat for Europe. 

Mr. Harris. Do you have much aluminum in your program ¢ 

Mr. Cratc. There is no aluminum to speak of to move from the 
United States. The United States is an importer — Canada, 
largely. There is a large program of aluminum from Canada to the 
United Kingdom and to some other European countries. 

The financing by the program will be very, very small. If we 
finance aluminum imports of as much as $1 million or $2 million, it 
is likely to be the maximum. In other words, there is practically none 
to be financed by us, but there will be a large import from dollar 
areas, from Canada. 

Mr. Harris. Do you finance the importation of automobiles ? 

Mr. Cratc. There have been automobiles financed from the United 
States to Europe. We do not contemplate there will be automobiles 
financed in the coming program. There may be a few for particular 
purposes. 

Mr. Harris. But you have had in the past some financing on 
automobiles ? 

Mr. Crate. That is correct, sir. 

Mr. Harris. Any increase in price in automobiles has had quite a 
lot to do with the program, has it not ¢ 

Mr. Craic. It would have that much effect on the increased cost to 
Europe. At the same time, that is ordinarily offset by what has been 
a substantial export of automobiles by the United Kingdom and 
France to the United States. So these price increases offset each other. 

Mr. Harris. We send them over there and give them the money to 
pay for them and they make them and send them over here and we 
pay for them. 

Mr. Crate. To the extent they have shipped them, we have not had 
to fillin. They have been able to earn dollars to support their program. 

Mr. Harris. It is a good program, and I appreciate that. 

The Cuatrman. Are there any further questions, gentlemen ? 

Mr. Rocrrs. I do not believe I have any questions of the gentleman, 
but I do want to say I was more or less amazed and surprised to see 
the effect of the increase of 25 cents a barrel on crude oil on the eco- 
nomic situation in this world. 

The Carman. What, if any, influence does the price of crude in 
the Middle East have in fixing the price of crude in this country ? 

Mr. Dwyer. None, sir, exc ept possibly to the extent that the fear 
of imports holds down price increases and delays them. It usually 
works the other way around. The United States price has the in- 
fluence on the Middle East price. 

The CHatrmMan. Do you attribute the increase in the Middle East 
by the two companies that I understand from your testimony have 
already acted to the fact there had been an increase in the United 
States? 

Mr. Dwyer. That is the way they explain it, sir. 

The Cuarrman. Was any other explanation given than that they 
were following suit ? 
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Mr. Dwyer. I have not seen their statements, but as reported in the 
press, that was their only explanation. 

The Cuarmrman. You cannot give any answer to the question, then, 
as to why the Middle East set an increase as they did, other than the 
fact they did it ? 

Mr. Dwyer. That is all, sir. There has to be a relationship between 
the Middle East price and the United States price, but opinions differ 
as to what that should be. It is very closely related to freight rates. 

The Cuamman. We know that Governor Stassen has come into the 
room. 

Governor, we are very pleased, indeed, to have you with us today. 
We had an arrangement with the witnesses that they would cease and 
desist upon your appearance so that your time would be concerned 
with our hearing you immediately. 


STATEMENT OF HON. HAROLD E. STASSEN, DIRECTOR, MUTUAL 
SECURITY AGENCY 


Mr. Strassen. Thank you, Mr. Chairman. 

Mr. Craig and Mr. Dwyer are the men in my department concerned 
with petroleum matters. It so happens that President Eisenhower’s 
1954 fiscal year mutual security program is before the Appropria- 
tion Committees of both Houses, which has been, rather naturally, 
taking up my attention and time. 

I am pleased to respond to your invitation and to make available 
not only these two gentlemen but any information of my department 
you might wish and to return if you wish for discussions of greater 

ength at the conclusion if you wish to question me in regard to any 
of the policies involved in my department. 

The Cuarrman. Our inquiry was directed particularly as to what 
effect the increase of crude, either in this country or the Middle East, 
would have on your program. We have understood from the witness 
that you are not supplying crude at this present time to the European 
countries. That left the question remaining, then, as to what effect 
the increased price would have on their deficiencies that would re- 
quire us to probably make up. 

Mr. Srassen. That is the second important phase of the analysis. 
I believe my colleagues can give you the possible range of effects and 
the uncertainties that are still involved as to haw the direct Near 
East price for Europe will be affected by this United States change. 
I think that is not yet finally determined, how the Near East price 
will be fixed by this United States change, although it is quite ob- 
vious they will have an economic relationship of some kind. 

The Cuarrman. We have been informed that on the basis of the 
increase that has been made by the Gulf and the Anglo-Iranian 
companies that it would mean as much as—was it $11 million or 
$18 million? 

Mr. Dwyer. If all the companies increase, the increased cost of the 
Middle East crude oil would be $30 million. The $18 million is the 
increase on products on Western Hemisphere crude which has al- 
ready taken place. 

The Carman. So the total would be $48 million. If you know, 
what tie-up is there between the Gulf Oil Co. and the Anglo-Iranian ? 
Do they jointly operate Kuwait? 
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Mr. Dwyer. They are each 50-50 partners in the Kuwait Oil Co., 
but they sell their products canteen after they are produced. 

The Cuarrman. Why was it that 5 days stepees before the Iranian 
company followed Gulf in the increased price ! 

Mr. Dwyer. Gulf’s markets are the United States. At the mo- 
ment they ship only a very small amount of crude oil to Europe. 
Apparently, they believed that they could get the increase on ship- 
ments to the United States. Anglo-Iranian presumably had a differ- 
ent view of whether the increase would stick and waited that long 
to do it. The other American companies presumably are consider- 
ably more pessimistic about the chance of an increase sticking, which 
is why they have not increased. There are different views on these 
things. 

The Cuarrman. I suppose that is based somewhat upon optimism, 
encouragement to the committee, that the prices might not stick? 
That is the first indication we have had of that. 

Governor Stassen, do you have any information with respect to 
whether the Iranian fields in the Abadan refinery are likely to supply 
any time soon ¢ 

Mr. Strassen. No. That dispute is unresolved between the Govern- 
ment of Iran and the Anglo-Iranian Oil Co. Like any unresolved 
dispute, it is not possible to predict its course or its duration. 

The Cuarrman. Would the solution of that situation have any effect 
upon the Middle East prices and indirectly upon the Mutual Security 
Administration program ¢ 

Mr. Strassen. It is clear that the solution oi that dispute would 
result in increased economic resources being available to the Gov- 
ernment and the people of Iran. That would directly decrease the 
necessity of United States economic aid in relationship to Iran. Also, 
of course, if the dispute were resolved, there would be an added sup- 
ply of oil available. You must also then give consideration to what 
happens on the demand side by reason of the other things happening 
around the world or by other developments on the supply side. 

As a general rule, an increased availability of supply, if not ac- 
companied by a greater demand for use, results in some downward 
movement of the price. That does not always follow. That is a 
general economic rule. 

The Cuarrman. Would it be proper for me to inqure as to whether 
the MSA is interested in seeing that the Iranian production is re- 
vived ? 

Mr. SrassEn. It is President Eisenhower’s general policy that the 
development of economic strength of the non-Communist nations of 
the world, contributing in turn to their own ability to support sound 
military strength, is a part of long-term United States national 
security policy. 

In carrying out that basic policy, which I believe the President 
expressed in his inaugural address and at other times, including his 
message when he sent the mutual security program to the Congress, 
we endeavor, at all times and in particular relationship to Iran, as 
well as with other countries, to encourage those steps which will im- 
prove their own economic conditions by their own efforts. 

That applies to this situation. We do not endeavor to get into any 
of the details, nor do we endeavor to in any way indicate what a 
solution should be. We do seek in all these situations around the 
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world to see that there is an awareness of the economic drain that 
flows from a particular dispute or a particular adverse economic 
policy and try to work with them in the solution and strengthening of 
their own economic situation. 

We do feel very strongly that in the management of the mutual 
security program the more rapidly we can have other countries 
be entirely self-supporting on their own resources while also main- 
taining their share of a free world collective security effort, the more 
rapidly we can make sound reductions in our own United States 
mutual security program and contribute toward the balancing of the 
United States budget on a favorable basis. 

That is a part of our basic policy approach. 

The CuatrMan. There are other members of the committee, prob- 
ably, who wish to question the witness. Before doing so, however, 
Governor, I would like to present the members of this committee to 
you. 

Starting on my left there is Mr. Thornberry, of Texas; Mr. Mack, 
of Illinois; Mr. Williams, of Mississippi; Mr. Rogers, of Florida; 
Mr. Harris, or Arkansas; Mr. Priest, of Tennessee; I am from New 
Jersey; Mr. Hale, from Maine: Mr. Heselton, from Massachusetts ; 
Mr. Springer, of Illinois; Mr. Pelly, of Washington; and Mr. 
Younger, of California. 

Mr. Strassen. Thank you, Mr. Chairman. I am pleased to meet 
this committee for the first time. 

The Cuarrman. We feel it is very fine of you in your busy life 
to find time to come here because this committee over a period of years 
has been greatly concerned with the question of petroleum. For the 
last 20 years this committee has had the general jurisdiction over 
that subject. During that time we have made many studies and we 
have tried to keep abreast of the situation as it happens day by day 
or year by year. 

On this most recent increase it immediately attracted the attention 
of the committee to the idea of ascertaining to what extent it was 
necessary and what the effect would be, both domestically and in con- 
nection with our foreign program. 

Mr. Harris desires to ask some questions. 

Mr. Harris. Mr. Chairman, I just had one question because I know 
Governor Stassen’s time is valuable. 

I have been quite interested, as other members of the committee 
and Members of Congress, in the dispute between the Iranian Gov- 
ernment and the Anglo-Iranian Oil Co. for some time. In the last 
Congress I introduced a resolution when that dispute was raging to 
try to provide some technical assistance toward the operation of that 
in order to make that source of oil available to the world market. 

I appreciate the fact that President Eisenhower has said he would 
take no sides in the dispute, but according to newspaper reports we 
have received recently, the Iranian Government was told to settle 
the matter or very likely not to expect further aid. 

I am just wondering what the reaction to the suggestion has been, 
if any. 

Mr. Strassen. On the specific matters of attitudes and relationships 
to the other governments, the Secretary of State or his assistants are 
the right source of information. We in Mutual Security, under 
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President Eisenhower's direction, are an operating department. We 
take our foreign-policy guidance from the Department of State and 
our defense policy guidance from the Department of Defense and 
through them the Joint Chiefs of Staff. 

But from the standpoint of our operations, I believe there is no 
new development to report to the committee at the present time. 

Mr. Harris. I certainly appreciate the question probably would be 
more appropriately directed to someone in the Department of State. 

Mr. Srassen. Yes, sir; from an attitude standpoint. From the 
operation standpoint, there has been no new development. We are 
working with the people of Lran, particularly on matters pertaining 
to their agricultural production and their own health, and are m: aking 
some very real progress in that respect. 

There are some very warm and friendly relationships which have 
been developed with the people of the countryside of Iran. We also 
have a moderate program of assisting in providing internal-security 
equipment to the armed forces of Iran, so that there would not be a 
Communist takeover in any kind of an armed insurrection in that 
country. You realize it is a country that has approximately 800 
miles of border on the Soviet Union directly, and it does have an 
active Communist problem. But when it comes to the matter of 
granting additional economic aid, which should really be the sub- 
stitute they would obtain for their own oil, we feel that that would 
not be a proper use of United States funds. 

Mr. Harris. But so far as you can count on, there is no solution to 
the dispute inside ? 

Mr. Strassen. There is no solution, that is, that now appears to be 
imminent. 

Mr. Rogers, Will you yield? 

Mr. Harris. Yes. 

Mr. Rogers. Governor, what amount of economic aid is included 
in the security program for Iran at this time? 

Mr. Strassen. For Iran? 

Mr. Rogers. Yes; at this time. 

Mr. Strassen. As I recall, the amounts are of magnitude of ap- 
proximately $20 million a year. I can furnish for ‘the record the 
exact figures. 

Mr. Rogers. I just wanted to know approximately. That is all. 

The Cuarmman. Any further questions, gentlemen ? 

Mr. Priest. Just one further question: Following your discussion 
with Mr. Harris about internal security as a factor in Lran, you might 
not wish to comment on this, but are you generally well pleased or 
satisfied with the progress that has so far been made with respect to 
internal security that might prevent seizure of the Government by 
Communist forces? Is that situation favorable? 

Mr. Srassen. I would say “Yes.” I would say I am not satisfied 
because in the world situation there could be much more strength, if 
you please. But the internal security forces of Iran are much stronger 
than they were a year ago. 

Mr. Rocers. That is all, Mr. Chairman. 

The Crrarrman. Any further questions? Mr. Pelly. 

Mr. Peiiy. Governor, before you came in, we had testimony to the 
effect that the refineries in Europe had raised their posted prices or 
the selling prices of their products in line with the increase in this 
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country although the costs of their crude oil from the Middle East in 
some cases has not gone up, which indicates that they do not operate 
on a free market in a competitive system the way we do. I think one 
of your problems is the economy in these European countries and the 
inflation has been one of the things that you have been combating. 
My questions is really more of a statement, but I am just thinking out 
loud as to what is the situation regarding the inflation in Europe that 
you are combating now ? 

Mr. Strassen. I would say that the inflationary danger is fairly well 
under control, taking Europe asa whole. Their industrial production 
has come up very markedly in the last 2 years. The inflationary 
danger is not ended. There are still some rather serious situations, 
particularly in those instances as in the case of France where there is 
a very extreme drain on the resources of France because of the Indo- 
china war. That is one of our big concerns there. But in France, 
you do have a situation in which, of necessity, they closely restrict their 
dollar imports because they do have a balance-of-payments deficiency 
with the dollar area. Consequently, when you are restricting the vol- 
ume of an import, specifically petroleum, you do not have enough 
available supply inside a country to really have competitive impact 
on the price situation. Of course, in many of those situations, they 
still have price control and manage prices by the government and you 
do not have really the term of the law of supply and demand even 
apart from combinations on the business side. 

You are correct that we are endeavoring in every possible way to 
bring greater competitiveness inside the European economy, because 
we are convinced that, in that way, their production base will expand, 
the standards of living of their people will improve, their wages will 
come up as a result of overall expanded production and we will have 
Europe carrying a greater defense effort from their own resources and 
with their own means, than in the present situation. 

Mr. Petry. Well, the actual price of 25 cents a barrel increase gen- 
erally throughout the world now is certainly going to increase France’s 
problem, too, in her war in the Far East. 

Mr. Srassen. That is correct. 

The CHatmman. Any further questions, gentlemen? If not, we 
thank you. 

Mr. Strassen. Thank you very much, Mr. Chairman. At the con- 
clusion of your technical evidence, and so forth, if you wish me to come 
back on any particular points that will arise, I wiil return. Thank 

ou. 

The Cuarrman. Thank you. 

You may continue, Mr. Dwyer. 

Mr. Dwyer. Sir, could I give an additional answer to the questions 
Mr. Harris was raising ¢ 

Mr. Hare (presiding). You may proceed. 

Mr. Dwyer. Petroleum, with $443 million worth of dollar imports 
for next year, is the biggest single commodity in the dollar-import 
orogram of these countries. It is not, as Mr. Craig said, the biggest 
in the MSA financial program, but it is the biggest single dollar 
commodity, nearly half a billion dollars, in the total import program 
and has been the biggest since the beginning of the abt prapiea. 


Mr. Harris. But the point still remains that we are not financing. 
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Mr. Dwyer. That is right, sir. We are allocating out of fiscal 1954 
funds $11 million for OEEC Europe, plus $314 million for Yugoslavia, 
but we will be financing with fiscal 1954 and fiscal 1953 funds carry- 
over about $90 million for Western Europe and $4.3 million for Yugo- 
slavia. I think that clears up the apparent discrepancy. 

Mr. Hate. Are there any other questions of Mr. Dwyer? 

If not, thank you very much, Mr. Dwyer. 

Mr. Dwyer. Thank you, sir. 

(The following material was later received :) 


FOREIGN OPERATIONS ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington 25, D. C., August 26, 1958. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 


DEAR Mr. CHAIRMAN: On July 15, when I testified before your committee with 
members of my staff on the impact of the recent increases in petroleum prices on 
Western Europe’s dollar balance of payments, the Middle Bast crude-oil-price 
structure was still in a state of flux. 

Two Middle East producers had raised their prices by 25 cents per barrel, the 
same as the increase in the United States, but the other 5 had not yet acted. In 
response to a question from you at the hearing, Cornelius J. Dwyer, Chief of the 
FOA Petroleum Branch, indicated that those companies may have doubted that 
a general increase of that magnitude could be maintained. 

This estimate of the situation appears to have been correct. At any rate, 
prices for Middle East crude oil have now settled down to a new level which 
averages 1714 cents per barrel higher than before, instead of 25 cents. The 
enclosed statement, with its attached tables, outline price developments affecting 
Europe during the past few months and presents FOA’s revised estimates of 
the impact of these changes on Western Europe's dollar deficit. 

Sincerely yours, 
(Signed) Harorp FE. Stassen, 
Director of Foreign Operations. 


PETROLEUM Prick DEVELOPMENTS AFFECTING EuRopE SINce Jury 15, 1953 


(Statement transmitted to the House Interstate and Foreign Commerce Com- 
mittee by the Foreign Operations Administration, successor to Mutual Security 
Agency) 


On July 15, when the Honorable Harold BH. Stassen, Director for Mutual 
Security, testified before the House Interstate and Foreign Commerce Commit- 
tee with Mr. Craig and Mr. Dwyer of MSA on the impact of the recent oil-price 
increases on Western Europe’s dollar balance of payments, only two companies, 
Gulf and Anglo-Iranian, had raised their prices for Middle East crude oil. 
Gulf had increased its price 25 cents per barrel for oil from the Sheikdom of 
Kuwait, its only source of supply in the area. Anglo-Iranian had announced 
the same 25-cent increase for Kuwait and also for Iraq oil, whether loaded at 
the eastern Mediterranean pipeline terminals or in the Persian Gulf. 

In response to a question from the chairman of the committee, the Honorable 
Charles A. Wolverton, at the hearing, Mr. Dwyer, Chief of the MSA Petroleum 
Branch, indicated that the agency felt the reason why the five other major oil 
producers in the Middle East had not yet announced increases was that there 
might be some doubt in their minds as to whether a general price increase of 
25 cents per barrel could be maintained. This estimate of the situation turned 
out to be correct. The day after the hearing, Caltex announced an increase of 
15 cents in the eastern Mediterranean and 22 cents in the Persian Gulf, and 
Jersey posted new prices 10 cents higher than before at the pipeline terminals 
and 25 cents higher in the gulf. 

These two companies, like Anglo-Iranian and Gulf earlier, explained their 
new prices only in general terms. Jersey did say, however, that the lowered dif- 
ferential between eastern Mediterranean and Persian Gulf prices was intended 
to “give effect to current freight rates.” It appears that the company first 
raised its Persian Gulf prices by 25 cents per barrel and then calculated the 
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differential between the gulf and the pipeline terminals so that crude oil from 
either loading point could arrive in northwest Europe at the same delivered 
price, at the spot market tanker rate of approximately USMC—51.5 percent (see 
attached tables I and II). 

MSA/FOA’s calculations indicate that Caltex was also thinking of “current 
freight rates,” but a different family of rates—5-year time charter rates. In 
any case, the differential between the Persian Gulf and the pipeline terminals 
is such that at Caltex f. o. b. prices, crude from either loading point could ar- 
rive in northwestern Europe at the same delivered price, at the 5-year time 
charter rate of approximately USMC—37 percent. Furthermore, at the Caltex 
f. o. b. price, crude shipped at the same freight cost from the eastern Mediter- 
ranean would deliver in New York Harbor at the same price as Texas crude oil 
(see atached table III). 

There is a third set of “current freight rates” to be taken into consideration— 
the so-called London award rates, now averaging USMC—19 percent. When 
MSA was financing Middle East crude oil, the agency ordinarily applied these 
rates in calculating eligible prices, since they were the rates actually charged— 
and financed by MSA—for the company fleet tankers which carry the great 
bulk of crude oil from the Middle East to Europe. If these rates had been 
used by the companies in establishing their new Middle East prices, quotations 
at both the eastern Mediterranean and the Persian Gulf would have been several 
cents lower. (See attached table IV.) A reduction in the “London award” 
rate is, however, likely to take place within the next few months, bringing the 
award freight rate and present prices more nearly into line. 

After a period of confusion, posted prices for 36° API gravity crude have 
apparently settled down to an increase of 10 cents at the eastern Mediterranean 
pipeline terminals, 17 cents at Fao, Iraq, at the head of the Persian Gulf, 22 
cents at Kuwait and Ras Tanura, Saudi Arabia, and 25 cents for the small 
quantities of high quality crude which are shipped from the Sheikdom of Qatar. 
The Fao price (set by Socony) apparently allows a 5-cent freight differential 
in favor of Ras Tanura. The Kuwait price probably comprises a similar freight 
differential, plus a quality discount due to the low gravity and high sulfur con- 
tent of this crude, while the 3-cent premium for Qatar crude undoubtedly takes 
into account the high quality of this oil. 

The weighted average increase in the price of Middle East sterling, franc, and 
dollar crude oil shipped to Europe is now estimated at 1714 cents per barrel 
instead of 25 cents per barrel as posted by Anglo-Iranian and Gulf. This 
means that the total increase in the f. 0. b. cost of Europe’s imports of crude oil 
from the Middle East in fiscal 1954 is now estimated at $91 million instead of 
$131 million. Because of the smaller price increase at the eastern Mediter- 
ranean pipeline terminals and the fact that the American companies own more 
pipeline capacity than the British, the average increase in the price of American 
company oil is 16 cents per barrel compared to 19 cents for British oil. 

Before the price increases, MSA/FOA had estimated that American company 
exports to Europe (excluding in-bond refining) would average 468,000 barrels 
per day, of which 272,000 barrels per day would be sold for dollars, 147,000 bar- 
rels per day would be sold to the United Kingdom for sterling, and 49,000 barrels 
per day to other countries for soft currencies, including sterling. The statement 
presented on July 15 contained an estimate that the cost of the 272,000 barrels 
per day to be sold for dollars would increase by $25 million. In addition, the 
agency assumed that the increase in the cost of the 49,000 barrels per day to be 
sold to countries other than the United Kingdom for local currencies ($5 million) 
might have to be paid in dollars, because the companies could not increase their 
European purchases sufficiently to absorb the increase in local currencies, 

FOA now estimates that the dollar cost of the 272,000 barrels per day to be 
sold for dollars will increase by $15 million, instead of $25 million. The dollar 
equivalent of the increase in the cost of the remaining 196,000 barrels per day 
to be sold for sterling to the United Kingdom and for various local nondollar cur- 
rencies to continental countries will be $13 million. This portion of the increase 
will probably be paid in a mixture of dollars and local currencies. The increase 
in the dollar cost of American company crude oil will thus range from $15 million 
to $28 million. If the prices posted by Anglo-Iranian and Gulf had lasted, the 
increase would have ranged from $25 million to $44 million. 

The agency’s July 15 estimates as to the increased cost of imported petroleum 
products remain unchanged, at a total of $39 million in all currencies. The in- 
creased cost of products sold for dollars is estimated to range from $12 million 
to $14 million, with the balance payable in other currencies. 
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Thus, the recent price increases on crude oil and petroleum products have re- 
sulted in raising Europe’s import bill for these items by the equivalent of $139 
million in all currencies. MSA/FOA estimates that the increase in dollar cost 
will be between $30 million and $45 million, depending upon the ability of the 
American companies to accept payment in nondollar currencies. Tables V and VI 
show the breakdown of these crude and produce cost increases. 


TABLE I.—Company announcements of posted export prices of Middle East crude 
oils, July 1953 


[Dollars per barrel for 36° A PI crude oil] 


New prices quoted 


| Effective 
date of Fast Persian Gulf 
price Mediter- ae 7 poe 
change | ranean | | | 
pipeline 
| | terminals 


Date 

| price 

| change 
j an- 

| nounced 


| Arabia | Qatar | Kuwait | tee 


Original announcements: | | 
Gulf Oil Corp July 8 | July 
A nglo-Iranian July 1 July 
Standard Oil Co. (New Jersey) .-...| July July 
California-T exas do July 
Shell July | July 
Compagnie Francaise des Petroles do do 
Socony- Vacuum bs . July 23 | July 
Subsequent revisions; 
California-Texas July 24 | do 
Standard Oil Co. (New Jersey)-....| July ‘ July 27 
Anglo-Iranian__--. Jdwin --| July 28 | July lf 
Gee. i asencc.. wh Aika July 29 | July 20 
Gulf ; aisomiae | July 31 | July 16 | 
Socony-Vacuum ie | Aug. 3] July 24 
Compagnie Francaise des Petroles Aug. 10 July 20 
| 


1 Reduced in 2 steps: Ist reduction to $2.44 announced July 23. 


TABLE II.—Analysis of Esso Middle East crude-oil prices, July 1953 


[Per barrel prices for 36° API gravity] 


Items in price Price Cumulative totals 


(1) F. 0. b. Ras Tanura price for Arabian crude oil prior | $1.75 
to increase. | 

(2) Increase July 17, 1953, following gulf and Anglo +, 25 | $2 f. o. b. Ras Tanura price, July 17, 
Iranian in Persian Gulf, and also United States 1953. 
increase. 

@) Freight, Ras Tanura to United Kingdom, at spot $2.74 United Kingdom delivered price. 
market voyage cost of USMC —51.5 percent. 

(4) Freight, Sidon to United Kingdom, at spot market 
voyage cost of USMC —51.5 percent. 


(5) F. 0. b. Sidon price for Arabian crude 
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TABLE III.—Analysis of Caltex Middle East crude-oil prices, July 1953 
[Per barre! prices for 36° API gravity] 








Items in price | Price Cumulative totals 
} } 

(1) Posted price for West Texas (sour) crude oil (as pub- | $2. 69 
lished in Nationa] Petroleum News). | 

(2) Quality differential with Arabian crude_....__.._...- —.04 | $2.65 wellhead price for comparable 

Texas crude. 

(3) Charges to United States gulf port (ICC rates for | +.31 | $2.96 f. 0. b. United States gulf price 
gathering, pipeline, evaporation allowance, and for comparable Texas crude. 
terminal loading, plus 1 cent marketing charge). 

(4) Freight, United States gulf to New York, at voyage | +.24 | $3.20 New York delivered price for 
cost of USMC —37 percent for 5-year time charter. comparable Texas crude. 

(5) United States import excise tax and freight, Sidon to | —. 105 
New York, at voyage cost of USMC —37 percent | —. 656 | $2.44 f. o. b. Sidon price for Arabian 
for 5-year time charter. crude. 

(6) Freight, Sidon to United Kingdom, at voyage cost of | +. 458 | $2.90 United Kingdom delivered price 
USMC —37 percent for 5-year time charter. for Arabian crude. 

(7) Freight, Ras Tanura to United Kingdom, at voyage | —. 927 
cost of USMC —37 percent for 5-year time charter. 

(8) F. o. b. Ras Tanura price for Arabian crude_...| 1.97 


TaBLeE 1V.—Relationship of delivered prices for crude oil in the United States 
and Europe 


{Dollars per“barrel for 36° A PI crude of comparable quality] 





| | 
| Delivered prices! to | Delivered prices to 
United States east United Kingdom at 
F.o0.b | coast at freight cost ? freight cost ? of— 

















Source price of— 
—651.5 —37 —19 —51.5 —37 —19 
Oe cilitiateateacn tininniteniatecetiiieinilil 2. 96 3.14 3. 20 OT Mcp cuits eat alitaila Men ccet atlas 
Venezuela 2. 86 3.14 3. 20 I hain citer ctaetiniati 
Eastern Mediterranean... ...........-- ...| 32.44 3. 05 3.20 3. 39 2.79 2.90 3. 03 
Persian Gulf eects Pelee dithionite niiiietneniidh, Sn 2. 94 3.15 3. 42 2. 71 2.90 3.13 
Eastern Mediterranean. - - ---| $2.39 3. 00 3.15 3. 34 2.74 2. 85 2.98 
NS 7 pebiweesdetes cakes 42.00 2. 96 3. 18 3. 45 2.74 2.93 3.16 





1 Includes 10.5 cents per barre] United States import duty. 

2 Freight cost of —51.5, —37, or —19 refers to discount of 51.5, 37, or 19 percent on United States Maritime 
Commission World War II controlled rates; e. g., if USMC rate = $10 per ton, at USMC —51.5 percent, 
freight cost is 48.5 percent of USMC rate, or $4.85 per ton. 

5 Caltex. 

4 Kaso. 
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TABLE V.—Increased cost of crude oil and petroleum product imports of OREO 
countries following the price increases, June—July 1958, fiscal 1954 


{Millions of dollars, f. 0. b.] 


American Co, oil 


Shipments to— 
Other Total 
imports | imports! 


| Payable in| United Other | 
7 Kingdom, | countries, Total 
payable in | payable in | oe 

sterling nondollars 


' 


Middle East crude: | 
Original estimate 208 51. 676. 4 | 1, 027.6 
Increased cost on 2) 28.0 | 63.0 91.0 

Revised estimate ; 5 3 9.4 | 1,118.6 

Western Hemisphere crude: 
Original estimate - 
Increased cost 


Revised estimate 





Refined products: 
Original estimate 
Increased cost 


Revised estimate . - . 


Total crude and products: | | 
Original estimate 442.9 38.5 614.7 | 1,102.5 
Increased cost... . 30.3 12.0 2.6 44.9 | 94.1 


| 
opie —iegapllialians a jp - 


Revised estimate | 473.2 145.3 | 41.1 659. 6 | 1, 196.6 
| | | 


1 Crude-oil imports exclude oil processed in European refineries on foreign account. Refined product 
imports include products refined from this crude oil and marketed within the OEEC countries. 


TaBLeE VI.—/ncreased cost of petroleum products to the Huropean consumer, 
fiscal year 1954 


Total increases,' June 15-30, 1953 


Cents per Dollars per | Dollars per 
gallon barrel | metric ton 


Aviation gasoline. ............ bible “ne 3. 78 
Motor gasoline : ; Sidiberad | 4 7 
Kerosene _......- a n 

Gas/diesel oil oeead 

Residual fuel oil 

Weighted average ?. 





Quantity 


« meintngeatncetninid | behead 
v cost, million 
oe Thousand dollars 
Ar = per tens 
day 





cctininatnileatipaiadhe o_ ——_|——_—_—_—— —— 


Product imports apcnndinniiiaiios 377 18, 875 
Locally refined for domestic consumption. -..... need . 53, 041 


Total consumption ................-. helen ital tes lite s7 71, 916 


1 Low of Platt’s quotations at United States gulf ports. 
2 Weighted by pattern of European consumption. 


Mr. Hatz. General Johnson? 
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STATEMENTS OF BRIG. GEN. A. H. JOHNSON, CHIEF OF THE OFFICE 
OF PETROLEUM PROGRAM OF THE OFFICE OF THE SECRETARY 
OF DEFENSE; AND COL. DOUGLAS R. BROWN, ARMED SERVICES 
PETROLEUM PURCHASING AGENCY, WASHINGTON, D. C. 


Mr, Hatz. General Johnson, we are pleased to have you before the 
committee and are very interested to hear your testimony. 

General Jonnson. Mr. Chairman, we are very delighted to appear 
here. I am accompanied by Colonel Brown, who is the executive 
officer of the Armed Services Petroleum Purchasing Agency, who 
will be able to go into the details of our purchasing policy and pro- 
cedures to the extent that you desire. I should like to start with 
just a brief overall statement regarding the questions propounded 
to the Secretary of Defense. 

The price increases recently announced in petroleum products and 
crude oil will increase the cost to the Department of Defense of the 
products we are buying in fiscal year 1954. In fiscal year 1954 we 
anticipate taking delivery from industry of 200 million barrels of 
petroleum products, slightly in excess of 200 million. We anticipate 
that that will cost the Department of Defense, and the Government, 
approximately a billion dollars. That makes up a little over 2 per- 
cent of the national expenditures for defense by the Department of 
Defense. It will give you some idea of the extent of our interest in 
petroleum. Those products are purchased generally in the United 
States, some in the Caribbean area, and some in the Persian Gulf 
area. 

Part of the purchases for fiscal year 1954 were negotiated and 
contracts entered into prior to the announced raises. So there are 
portions of our petroleum requirements which were not affected by 
the recently announced price increases. Other purchases to com- 
plete our requirements for fiscal year 1954 will not be made until the 
latter part of this calendar year and will not be completed until 
some time early in calendar year 1954. 

The increased cost on those products which we have not pur- 
chased or which we have not gone out to industry to fill, of course 
are relatively nebulous. We don’t know whether there will be further 
increases or decreases in those products. 

However, we have made estimates of the amount of increased cost 
to the Department of Defense, based on the facts that we have at the 
present time. A question was asked as to the indirect cost to the De- 
partment of Defense of the petroleum price increases. I am sure 
you realize that that is a rather nebulous factor to arrive at at any 
given instant on short notice. However, there is a petroleum cost in 
all steel, automobiles, transportation, even food, that the Department 
of Defense purchases. 

We believe that probably the petroleum for the Department of 
Defense bears some relation to the share that petroleum has in our 
own national economy. 

That indirect cost will be small. It will be not nearly as much as 
the direct cost increase. It will probably be a small fraction of 1 
percent at the most. Those are general answers to the questions posed 
by the committee. Col. Douglas Brown can discuss the details of 
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specific price increase aspects as far as our direct purchases are 
concerned. 

Mr. Hate. Does Colonel Brown wish to make a statement at this 
time ? 

Colonel Brown. Mr. Chairman, it was a little difficult to arrive at 
an accurate figure as to cost as a result of part of our procurement 
having already been completed. Many contracts, as you know, are 
on a escalated basis, which had to be adjusted due to the increase of 
crude cost; also we had to make estimates for the last 6 months’ pro 
curement as to just how much those costs would go up as a result 
of the increased crudes. 

We arrived at an estimated cost to the military for the fiscal year 
of 1954 of approximately $50 million. That would represent approxi- 
mately 5 percent of the estimated cost of our procurement program 
for 1954. 

I have those costs broken down by product and by area, which I 
would be glad to give as a matter of record, or I will be gl: ad to read 
to the committee if you so desire. 

I would like to further state that we have made a couple of assum p- 
tions in order to arrive at these figures. We assumed that this price 
increase would, of course, continue for the rest of the fiscal year, and 
that requirements of the military would remain as they are now, that 
they would not be modified. 

Mr. Petiy. Mr. Chairman, could I ask a question? The general 
said $4 billion and you said $50 million. 

General Jounson. One billion is the total amount that we expect 
to spend for petroleum. 

Mr. Petty. Thank you. 

Mr. Hatz. Does that conclude your statement ? 

Colonel Brown. Yes, sir; that is the statement. 

Mr. Hauge. Are there any questions of Colonel Brown or of General 
Johnson ¢ 

Mr. Heselton. 

Mr. Hesetron. I think this may be answered by either of the wit- 
nesses. The rate of your purchases are about a billion dollars a year. 
What would be the effect of the increase if you had not already secured 
some of this under contract ? 

Colonel Brown. Mr. Heselton, if I understand your question cor- 
rectly, you are thinking about the last half procurement, the effect it 
will have on that. Sir, I have included that in my $50 million estimate. 
In other words, we had to estimate or more or less predict that the 
prices would remain about the way they looked now as a result of 
this crude increase. In other words, it is going to affect the delivered 
cost of our product, of the finished product. 

Mr. Hesevron. It seems likely that the full impact on the defense 
program, if the increases stand, would not be realized until fiscal 1955. 

General Jounson. Until the last half of fiscal year 1954 and 1955, 
the full impact. The same applies to the indirect costs where the cost 
to the manufacturer of tanks, battleships, aircraft, and so forth, who 
have elements of petroleum cost in their production, those costs will 
not all be passed on to us this fiscal year, naturally, but it will be 
later on. 
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Mr. Hesevron. I take it you are testifying as to the overall defense 
program ¢ 

Colonel Brown. Yes, sir. 

Mr. Heseiton. The Army, Navy, Air Corps, and Marine Corps? 

Colonel Brown. Yes, sir. I might explain that the Armed Services 
Petroleum Purchasing Agency, of which I am the active head, pro- 
cures all petroleum. 

Mr. Harris. Who does? 

Colonel Brown. The Armed Services Petroleum Purchasing 
Agency. We arrange for its inspection and for its shipment in all 
parts of the world. 

Mr. Heseiton. Does the Armed Services Purchasing Agency pur- 
chase crude oil? 

Colonel Brown. No, sir; we do not purchase crude oil, only finished 
products. 

Mr. Hesevron. You buy just the product? 

Colonel Brown. That is right. 

Mr. Heseiton. Are your purchases of the product in the United 
States in contrast to other parts of the world substantially? Are the 
purchases substantial here in the United States with reference to the 
overall world purchases? 

Colonel Brown. Actually, most of our purchases are in the United 
States. We have very few outside the United States. 

Mr. Hesexton. I take it you participate in purchases on the gulf 
coast, the east coast and the west coast? 

Colonel Brown. That is right, sir. 

Mr. Hesenron. Has the tanker rate substantially affected the 
situation ? 

Colonel Brown. No, sir. Of course we use MSTS, military sea 
transport service to transport our products as a general rule. It fol- 
lows pretty close with commercial practice of rates, with the exception 
the military pays maritime minus 25 percent. 

Mr. Hesetron. Then in conclusion, I believe we will have a bill up 
this afternoon, and I notice some reference to the petroleum éuntasl 
ment for the Ryukyus, is it ? 

General Jounson. Ryukyu Islands? That is Okinawa. 

Mr. Hesevron. Is that considered a part of the defense program to 
which you are testifying, or is it separate ? 

Colonel Brown. Sir, only insofar as shipping products to Okinawa 
and for supply of the military services. 

Mr. Hesex.ron. You have not considered it important, I take it, to 
submit any supplemental requests as the result of this recent increase? 

Colonel Brown. No, sir. 

Mr. Heserron. That is all. 

Mr. Hatz. Mr. Younger? 

Mr. Youncer. On your contracts, you mentioned that some of them 
are on an escalator clause, Colonel. 

Colonel Brown. Yes, sir. 

Mr. Youncer. What percentage of your existing contracts that you 
have made for the first half of fiscal 1954 are on an escalator contract? 

Colonel Brown. Mr. Younger, actually we have several different 
types. I might explain it to you. We have regional type contracts 
which cover the purchases for delivery from a jobber, or small opera- 


' 
| 





Leas: 


oan 


BS clog roa th 





PETROLEUM STUDY 557 


tor, direct to a camp or station or activity. In those regional con- 
tracts, about 70 percent of them are escalator-type contracts. Of 
course again we get into different types of contracts of escalation. 
You have a maximum type in which you have a firm price that will 
escalate downward in favor of Government in case of a decrease of 
prices in crudes, you have a ceiling-type contract in which the price 
could go up as high as 10 percent in case of crude increases, and then 
you have a firm-type contract. Those three types are on a regional 
basis. 

Now, insofar as your bulk procurement is concerned for terminals 
and direct shipment by the services to bases from terminals and for 
shipment overseas—for instance high-octane fuels and jet fuels—you 
have escalator-type contracts that are somewhat similar to those in 
regional, The quantity of escalated contracts in that area are much 
greater because it is difficult to secure that product without escalator 
contracts. 

It is also difficult to buy, because most of those contracts are nego- 
tiated and you are interested in trying to get product near the location 
of your using activity or your terminal. So it is a rather complex 
matter in the fact that you have to have so many different types of 
contracts and different types of buying to do. Actually, I would say 
offhand, as a rough guess, that it might average out 50 percent of our 
business, probably, which would be escalation. 

Mr. Youncer. So that actually 50 percent of the increase will show 
up in the first 6 months of 1954, so that you will have roughly 75 
percent of your business in fiscal 1954 which will show the result of 
the increased prices? 

Colonel Brown. I think approximately so. 

Mr. Youncrer. Where do most of your supplies of petroleum prod- 
ucts come from that are shipped to Korea ? 

Colonel Brown. Most of that actually is supplied from Bahrein, 
through the Cal-Tex contract which we have over there. 

Mr. Tuorneerry. From where? 

Colonel Brown. From Bahrein, the Persian Gulf area. 

Mr. Youncer. You said most of it. Could you give that in 
percentage ? 

General Jounson. About 60 percent. 

Mr. Youncer. And the other 40 comes from where ? 

Colonel Brown. From the United States, either the west coast or 
gulf coast. 

Mr. Younger. How much comes from California ? 

General Jounson. Ten percent. 

Colonel Brown. Actually very little from the west coast. 

Mr. Youncer. Only about 10 percent from California ? 

Colonel Brown. Yes. 

Mr. Heserton. Will the gentleman yield on that? 

Mr. Younger. Yes. 

Mr. Hesexton. I thought you said to me the bulk of your procure- 
ment was in the United States. 

Colonel Brown. That is correct, sir. But he asked about Korea, 
and I said that the bulk of the shipments to Korea came from the 
Persian Gulf. 

Mr. Youncer. That leads me to ask you this question, if I may: I 
suppose in terms of the disposition of our forces, particularly the 
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Navy, that some arrangement is probably made in terms of procure- 
ment close by where they are stationed. In other words, if they were 
in the Mediterranean it would be economical to buy whatever they 
need in that area rather than have it shipped over from here; is that 
a fact? 

Colonel Brown. Yes; there is quite a bit purchased in that respect. 

Mr. Hate. Mr. Pelly. 

Mr. Pexiy. Colonel, in our purchases in Europe, do we buy from 
their own refineries over there ? 

Colonel Brown. No, sir, Mr. Pelly, we do not. 

We ship our product to Europe. We do have some into-plane service 
contracts and some of that orudient might be furnished from European 
sources. 

Mr. Petiy. In other words, if there were price increases over there, 
it might affect us a little ? 

Colonel Brown. Actually the effect would come from the gulf coast 
increases and on Aruba, because the postings of Aruba would affect 
into-plane servicing contracts. It is based on that. 

Mr. Petry. Is the situation such that in your purchases, for exam- 
ple the 60 percent for Korea that you would buy in the Persian Gulf, 
is that situation such that there is really no competitive feature in 
calling for a bid ? 

Colonel Brown. Actually, whether or not it is competitive is not 
the question. We have saved $75 million by buying it over there be- 
cause it is cheaper. 

Mr. Petty. What I am getting at, though, is, is there a competitive 
feature in your procurement program ? “Do you feel that there are 
enough sources available, so that there is competition ? 

Colonel Brown. Ver y definitely. It is a very soft market. In fact, 
the competition is extremely keen there. 

Mr. Hate. Mr. Harris? 

Mr. Harris. Did you say you saved $75 million by purchasing the 
petroleum product that you needed in Korea in the Persian Gulf area? 

Colonel Brown. That is right, Mr. Harris. 

Mr. Harris. $75 million a year? 

Colonel Brown. No, sir; that is over the period since the Korean 
war, sir. 

Mr. Harris. Pardon? 

Colonel Brown. That is over the period since the Korean war. 

Mr. Harris. Do you make that saving on transportation or do you 
make it on the price of product itself ¢ 

Colonel Brown. Both. The price is very definitely lower. 

Mr. Harris. In other words, you can get cheaper products in the 
Persian Guif than you can at United States prices ? 

Colonel Brown, That is right. 

Mr. Harris. The armed services purchasing agency 

Colonel Brown. Petroleum Purchasing Agency. 

Mr. Harrts. Who is that composed of? I do not mean by men, 
names. 

Colonel Brown. I understand. It is made up, actually, of repre- 
sentatives from the three departments, headed by an executive of- 
ficer who is rotated every 2 years. It is equally represented insofar 
as officer personnel is concerned by the three departments. 

Mr. Harris. That isthe Army, Air Force and Navy ? 
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Colonel Brown. That is correct, sir. 

Mr. Harris. When you have need for a product, do you endeavor 
to obtain it through bids or negotiated contract ? 

Colonel Brown. We use both, Mr. Harris. Actually, we go out 
on advertised bids for regional contracts and on products which are 
normally in soft supply. Those products that are difficult to buy, 
such as high-octane Piels and jet fuels are usually negotiated con- 
tracts. We use both methods; en on the best interests of the 
Government, which is considered in going out. We go out for offers 
from all the companies. We make direct contacts with industry for 
this purpose. 

Mr. Harris. You go out for offers from all companies who might 
be able to supply you? ? 

Colonel Brown. Yes, sir; that is correct. And any company that 
wishes to be on the list of bidders are sent a request for bid. 

Mr. Harris. When you do that, do you get variation of bids? 

Colonel Brown. Yes, there is quite some variation. 

Mr. Harris. Is it quite a competitive situation ? 

Colonel Brown. I would say that it is highly competitive. 

Mr. Heseron. Will the gentleman yield for one question 

Mr. Harris. Just one moment. May I continue for just a moment? 
Then in view of the fact that your requirements are rather heavy 
over a period of time, I assume you negotiate or else through bids 
have rather sizable contracts, do yeu not? 

Colonel Brown. Very large-sized ones. 

Mr. Harris. Do these companies who bid have a variance of as 
much as several percent, one over the other ¢ 

Colonel Brown. It is a question, actually, of, again the type of 
product that you are going out for and depends entirely on whether 
or not you are in a soft market or a hard market on that product. 

For instance, let’s take motor gasoline which is considered soft 
at the time, to a certain extent. The bids that come in for motor 
gasoline might be close in nature but would have variance in the type 
of contract offer. For inst: ince, again, as I stated, you may get an 
escalation in which the price could go down if crudes went ‘down. 
Others are firm, and others demand a ceiling, which means if the 
crudes go up, it would influence your program about 10 percent on 
the gallon. 

Mr. Harris. Then there might be as much as several million dollars 
involved in one purchase, might there not ¢ 

Colonel Brown. Very definitely. 

Mr. Harris. In fact, there could very well be a saving of several 
million dollars in any one negotiated contract over what. you might 
get it from another company ¢ 

Colonel Brown. That is right. Therein lies the real job of buying 
of reviewing and analyzing. 

Mr. Harris. Then this estimate of $50 million is purely an esti- 
mate depending upon the type of contract you are able to negotiate, 
is it not? 

Colonel Brown. No, Mr. Harris, not necessarily. The estimate is 
based on certain facts which we gain from experience in dealing 
with this type of purchase. The purchasing people in the agency 
have had 10 to 20 years of experience. They know the markets and 
they are able to predict them fairly close. 
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We are basing these estimates on what we have experienced for the 
first 6 months’ period and those costs that were brought about due to 
escalation hich we know are factual. We are able to draw those off 
almost to the dollar. We are estimating the last half on the basis of 
those price increases which we are experiencing right now, on a 
octane and jet fuels, for instance. So the guess, as you say, might be 
a rough guess, but actually it is a fairly accurate estimate. It could 
have some variation but not too much. 

Mr. Harris. I yield to Mr. Heselton. 

Mr. Hesevron. Colonel, since you mentioned gasoline, upon the as- 
sumption that there is a considerable amount of gasoline purchased 
and used by the armed services in what we think of as noncombat 
ureas, that is passenger vehicles, the elaborate trucks we see coming 
up with no people, or one person, I wonder what the specifications are. 
We have had testimony I believe yesterday, as to the quality of the 
so-called unbranded gasoline equaling that of the brand names. What 
are the specifications for that type of gasoline that are currently in 
use ? 

Colonel Brown. Sir, there are two types. In Korea they demand 
a higher grade of fuel. It is an 80 octane. For normal use by the 
military it is a 72 octane. It is actually a lower grade than you use 
in your car. 

{r. Heseiron. A what? 

Colonel Brown. Seventy-two octane. 

Mr. Hesevton. Is that a premium? 

Colonel Brown. No, sir. That is lower than the regular gas you 
would buy in a gasoline pump for use in your own automobile. 

Mr. Harris. Well, regular gas has an octane of about 80, does it 
not ¢ 

Colonel Brown. It runs between 80 and 82. 

Mr. Harris. So you get 72, that is almost to what we used to call 
casing head. 

Colonel Brown. You used to run that in your Ford in the old days, 
about 60. 

Mr. Harris. Yes. We used to go out in the fields and get it out 
of pipes. The general economy has expanded a great deal in the last 
few years, has it not, General ? 

General Jonnson. Yes, sir. 

Mr. Harris. Any time that the price of any product, which is of 
great importance to the military, is adjusted or goes up or goes down, 
then it affects the cost of the operation to that extent. 

General Jounson. Yes. 

Mr. Harris. Let me ask you this: The military does use a lot of 
steel, does it not? 

General Jounson. Indirectly. 

Mr. Harris. Indirectly ¢ 

General JoHnson. Well, in the building of tanks and ammunition. 

Mr. Harris. I thought it went directly into tanks and battleships 
and such. 

General Jounson. The manufacturers use the steel to produce the 
product that we require. 

Mr. Harris. Due to the fact that there were certain adjustments in 
the economic situation in the steel industry, not so long ago there was 
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a $4 a ton increase in the cost of steel. Did that reflect a higher cost 
of tanks and steel that goes into our battleships ? 

General Jounson. Sir, I think you better direct that question to 
some other representative of the Department of Defense. I deal only 
in petroleum. I would only have an opinion, sir. 

Mr. Harris. The average individual would understand that the 
price of the product goes up, it is going to affect the cost. 

General Jounson. 1 am sure it did. 

Mr. Harris. That is all, Mr. Chairman. 

The CuHarrman. Mr. Hale? 

Mr. Haxe. Is it the practice of the Department of Defense to have 
long-term contracts with any company ¢ 

In what quantity do you buy ¢ 

Colonel Brown. Mr. Hale, we naturally have to stay within the 
limitations of the fiscal year on procurement. We have only one 
long-term contract and that was the Cal-Tex contract under which we 
are buying at the savings I indicated a while ago for delivery from 
the Persian Gulf. It is the only one that has ever been approved. In 
fact, when this one runs out, I understand we are not going to be able 
to renew it under appropriations for any longer than a year in the 
future. So, actually, for all intents and purposes, we do not contract 
beyond a fiscal year. 

Mr. Hare. That contract that you speak of is one under which you 
buy for Korea? 

Colonel Brown. Yes, sir. 

Mr. Hat». Is that the only long-term contract you have? 

Colonel Brown. That is the only long-term contract we ever have 
had, yes, sir. 

Mr. Hatz. How many purchases of petroleum products do you 
make in a year; how many separate purchases ¢ 

Colonel Brown. It would be a pretty rough estimate, because you 
go from a small 

Mr. Hare. Do you buy gasoline, for example, every day ? 

Colonel Brown. We are buying it continuously all year, but the 
contracts will vary from a thousand dollars on up to several million 
dollars, sir. It depends on the type of product. For instance, if you 
are dealing with regional products, you may do business with a small 
jobber w ho is only serving one activity with motor gasoline. 

Mr. Hate. For example, do you make one purchase for an airfield, 
say, in San Antonio, and another purchase for trucks at Quantico, 
and so on# 

Colonel Brown. It would all depend. If it is aviation gasoline, 
you may have one source, one refiner, supplying several of those using 
activities, depending upon the transport cost. That is for the aviation 
phase of it. For the motor gasoline, and kerosene, and heating oils, 
that may be bought from a local distributor or jobber, which could be 
delivered cheaper than you could buy it from a large refiner, due to 
the small amounts required. 

Mr. Harz. Even when you buy small amounts, do you solicit bids 
from various companies? 

Colonel Brown. Yes, sir; it has to be on an advertised-bid basis. 

Mr. Hare. And you do in fact, as I understand the testimony, find 
fairly wide variances between various companies ¢ 
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Colonel Brown. Yes, sir; depending upon location, type of delivery 
expected. ‘There are so many factors involved. Usually there is quite 
a little bit of variation in them. 

Mr. Hate. One day you can buy better from Shell and another day 
you can buy better from Esso, and so on ? 

Colonel Brown. Yes, sir; that is correct. 

Mr. Hare. That is all, Mr. Chairman. 

The Cuarrman. Mr. Springer? 

Mr. Sperincer. Colonel, when you are purchasing in the Persian 
Gulf, are you purchasing there from the American corporations or 
are you purchasing from a foreign corporation ? 

Colonel Brown. It is actually American controlled, sir. The Cal- 
Tex is the California-Texas Oil. 

Mr. Sprincer. Do you make any purchases from foreign govern- 
ments ¢ 

Colonel Brown. No, sir; we do not. 

Mr. Springer. All is purchased from either domestic companies or 
domestically owned companies ? 

Colonel Brown. That is correct. 

Mr. Sprincer. You stated that it is very highly competitive in the 
Persian Gulf and you have a soft market, relatively speaking. Do 
you find it is as highly competitive there as it is here in the United 
States ? 

Colonel Brown. Mr. Springer, I think you have a little bit different 
type of condition because there we have only had this one require- 
ment, so we have only had to deal at one time in the Persian Gulf. 
In the United States, it is a constant thing. In other words, every 6 
months we go out for procurement. The difference in competition is 
hard to measure. I would say that it would probably be just about as 
great one place as it would the other, if we had the same buying pro- 
gram in the Persian Gulf. It is hard to measure. 

Mr. Sprincer. What is the connection of your agency with the 
Defense Petroleum Administration ? 

Colonel Brown. The Defense Petroleam—— 

General Jounson. I will answer that question, sir. The Petroleum 
Administration for Defense is the national agency governing petro- 
leum operations. The Department of Defense deals with the Petro- 
leum Administration on all its petroleum requirements and programs 
and planning for future emergencies. 

Mr. Sprincer. General, I think this is your question: Have you 
made an estimate of how long, in the case of an outbreak of a full-scale 
war, that you are going to depend on the Middle East fields? 

General Jounson. Sir, I don’t believe I had better answer that. 

Mr. Sprincer. You do not have an opinion ? 

General Jounson. I would like to refer it to the Secretary of 
Defense if the committee requires an answer to that. 

Mr. Sprtncer. Is that classified ? 

General Jounson. Yes, sir. 

Mr. Sprincer. Has that become classified within the last year and 
a half? 

General Jounson. No, sir. 

Mr. Sprincer. How long has that been classified ? 

General Jounson. Sir, I don’t know when it was classified. 
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Mr. Sprincer. I believe that is all. 

The Cuairman. Any further questions, gentlemen? If not, we are 
very appreciative of the attendance of you gentlemen here this morn- 
ing to assist us in this matter. We thank you for the information 
you have given us. 

The committee is adjourned until tomorrow morning at 10 o’clock, at 
which time we will expect to have as a witness Russell B. Brown, 
general counsel of the Independent Petroleum Association of 
America. 

(Whereupon, at 12:03 p. m., the committee was recessed until 10 
a.m., Thursday, July 16, 1953.) 











PETROLEUM STUDY 
(Gasoline and Oil Price Increases) 


THURSDAY, JULY 16, 1953 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met at 10:45 a. m., pursuant to recess, in room 1334, 
House House Building, Hon. Charles A. Wolverton, chairman of the 
committee, presiding. 

The CuarrMan. The committee will come to order. 

I apologize for the lateness of our convening due to the fact that 
we had several matters of important character that had to be decided 
this morning. It necessitated, therefore, that we delay the hearing. 
Our witness this morning is Mr. Russell Brown, general counsel of the 
Independent Petroleum Association of America. 

Mr. Brown, you may proceed. 


STATEMENT OF RUSSELL B. BROWN, ESQ., GENERAL COUNSEL, 
INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA 


Mr. Brown. My name is Russell B. Brown. I appear here as gen- 
eral counsel and representative of the Independent Petroleum Associ- 
ation of America, a national trade association of oil and gas producers 
with membership in all of the oil-producing areas of the United States. 
The primary interest of the membership is in domestic production of 
crude petroleum and natural gas. My testimony, therefore, will be 
directed to the subject of crude-oil prices and the factors involved in 
the recent increase in these prices. 

We are glad to participate in the study by this committee. These 
hearings provide an open forum where the actions and problems of an 
industry can be discussed fully. It is fortunate to have such a forum. 
I believe that the petroleum industry should welcome this opportunity 
to present the facts as to oil prices. The committee and the public 
are entitled to those facts. 

Much information on crude-oil prices has already been presented 
to the committee. In this connection, I want to emphasize that crude- 
oil prices are established in response to industrywide economic forces. 
The conditions as to individual companies at any given time may vary 
widely and not be representative of the industry. There are 15,000 
to 20,000 separate companies, partnerships, and individual units en- 
gaged in the domestic oil producing industry. Some are large inte- 
grated concerns engaged in all branches of the industry. Most are 
smaller operators, engaged only in the production branch, who are 
senpapeiblerSer 75 to 80 percent of the drilling in the search for, and 
development of, additional oil resources. It is important, therefore, 
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that the study and conclusions of this committee be based on the ex- 
perience and situation as to the petroleum-producing industry as a 
whole. 

Before beginning my testimony on price increases, I should like to 
say that such testimony as you may have received which concludes 
that State and Federal conservation laws are manipulated to fix prices 
is erroneous and untrue. The conservation laws pertaining to oil have 
made it possible for the thousands of small operators to compete in the 
production of oil. They have avoided monopoly in the domestic pro- 
duction of oil. They have avoided waste and have brought to the 
consumers of oil in the United States a continually increasing supply 
of oil at reasonable prices. Such testimony assumes a degree of dis. 
honesty in the public service of hundreds of elected and appointed 
public officials that does not exist. I do not believe it possible for such 
to exist. Such testimony tends to discredit an industry and State and 
Federal officials. 

The recent 25-cent increase in crude-oil prices was the first in 514 
years. No other basic industry has been in this position. The crude- 
oil industry has not contributed one cent to the inflation that has 

taken place during that : period of time. 

The crude-oil price increase was not only necessary, but long over- 
due. During the past 3 years in particular, the economic osition of 
the oil producer as to price has suffered. Starting in Sens 1950, 
unusually large demands for oil, steadily increasing costs, the im- 
pact of inflation and the defense needs of the Nation growing out 
of the Korean war unquestionably called for an upward adjustment 
in crude-oil prices. This normal and necessary adjustment was 
denied by inequitable, arbitrary and, in my opinion, illegal actions 
of the Office of Price Stabilization. 

In December 1950, the OPS singled out the oil industry to “hold 
the line” on prices despite the fact that the prices of other commodities 
were not frozen and had continued to increase. At that time, there 
was no threat of unreasonable increases in crude-oil prices. 

Throughout the administration of price controls, the OPS failed 
to establish any practical procedure under which the question of 
overall crude oil prices could even be considered. Time after time, 
the IPAA attempted, without success, to obtain proper consideration 
of this matter by the price-control authorities. The record of these 
attempts is set forth in the association’s price advisory committee’s re- 
port. a copy of which is attached as exhibit I. 

(Exhibit No. I follows :) 


Exursit I 
Wauart Price Orn in 1953 


Report of the Price Advisory Committee of the Independent Petroleum Association 
of America, October 1952 


The price of crude petroleum has been frozen without change at a level es- 
tablished in 1947. This price freeze was arbitrarily imposed by the Office of 
Price Stabilization without sound reasons and with no legal authority. The 
actions of OPS in ignoring the will of Congress and refusing to recognize the 
problems of oil production are a shameful page in the history of American 
constitutional government. When and if world war III strikes, the people 
of this Nation should know that bungling and unrealistic administration of 
price controls has been the real cause fcr any lack of sufficient oil to defend 
our country. 
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The experience of the last war should be a lessen to the Office of Price 
Stabilization. Apparently it is not. The OPS during that war also insisted 
on a rigid freeze of crude-oil prices. Despite the overwhelming evidence pre- 
sented in Four Years and Forty Hearings, the OPS refused to recognize the 
necessity of a price adjustment to enable the petroleum industry to develop 
and maintain adequate productive capacity. The inevitable result is now 
well known. We would have been seriously short of oil had the war con- 
tinued. Even in peace the effects of inadequate prices brought us to the brink 
of an oil shortage in 1947 and 1948. Now the new version of OPA—changed 
in name only to OPS—leads the country down the same destructive path 
toward crippling the strength of a basic and essential industry. Long steps 
have been taken down that path. The record speaks for itself. Before it is 
too late, that record should be understood and corrective action taken. 


ADMINISTRATION OF PRICE CONTROLS 


In the public interest, the history of price controls on crude petroleum should 
be made clear. The following review summarizes this history for the past 2 
years. 

1, September 8, 1950.—The Defense Production Act was passed by Congress 
for the primary purpose of expanding the productive capacity of essential 
materials. The act contemplates price controls only to prevent unreason- 
able price increases and specifically provides for exemption from such con- 
trols where they are unnecessary or serve to defeat the primary objective of 
the act. 

2. December 19, 1950.—The OPS singled out the oil industry to “hold the line” 
on prices despite the fact that there was no shortage of supply, no crude-oil 
price increase for more than 3 years, no threat of unreasonable price increase, 
and no price freeze on other commodities. 

3. January 12, 1951—The IPAA general counsel formally protested to OPS 
the imposition of crude-oil price controls as being unnecessary and unjustified 
in view of ample supply and low prices. 

4. January 16, 1951—The IPAA executive committee denounced the singling 
out of the oil industry as unwarranted and discriminatory. The committee 
showed that the facts were not considered, the industry was not consulted and 
the Petroleum Administration for Defense was ignored. The OPS made no effort 
to correct their action. 

5. January 26, 1951.—The OPS issued a general price-freezing order for all 
commodities despite the fact that the act provides for exemptions where price 
controls were unnecessary or where such controls would serve to defeat expan- 
sion of productive capacity needed for defense. 

6. May 7, 1951.—The OPS issued a special order freezing crude-oil prices 
without establishing any need or justification and with no authority under the 
act. 

7. May 7, 1591,—The directors of the association called upon Federal agencies 
concerned to correct the unfair treatment of petroleum by OPS and presented 
factual evidence of the existing inequity. The OPS again ignored this situation. 

8. July 26, 1951——Congress passed the so-called Capehart amendment to the 
act directing the OPS to recognize cost increases and adjust price ceilings 
accordingly. 

9. October 23, 1951.——The membership of the IPAA in annual meeting re- 
quested the OPS to immediately adjust crude-cil price ceilings in order to remove 
disparity with the general economy and to provide the funds needed to maintain 
adequate oil supplies. The OPS ignored this request. 

10. December 5, 1951.—The OPS issued Capehart amendment regulations after 
months of delay and vacillation as to the application of this amendment to oil. 
No provision, however, was included under which any consideration could be 
given to the crude oil price problem. Thus, after a year of arbitrary price con- 
trols, there was still no practical procedure for treating oil prices. 

11. January 3, 1952.—The OPS, after 2 months’ delay in acting on the asso- 
ciation’s request of October 23, 1951, for price relief, refused to take corrective 
action and admitted that they had not provided any practical nethod of con- 
sidering crude-oil prices under the Capehart amendment. 

12. January 22, 1952.—The executive committee of the association again re- 
quested corrective action by OPS on crude-oil prices. Again the request was 
ignored. 

13. February 18, 1952.—Producers of Penn Grade crude oil filed a formal 
petition for price relief for that area. 
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14. March 8, 1952.—The IPAA Price Advisory Committee met in Washington, 
D. C., to consider what action might be taken to overcome the stalemate result- 
ing from more than a year of stubborn disregard of the crude-oil price problem 
by OPS. The committee concluded that exemption of crude oil from price con- 
trol was the sound solution and recommended that a formal request be made 
seeking decontrol. 

15. March 4, 1952.—The IPAA filed a formal request for price decontrol, accom- 
panied by a full and complete analysis showing that controls were unnecessary, 
unauthorized, ani] were defeating the primary objectives of the Defense Pro- 
duction Act. 

16. March 18, 1952.—The OPS formally declined to act on the association’s 
March 4 request and postponed further consideration on minor technical grounds. 

17. March 26, 1952.—The crude-oil price problem was presented to the Petro- 
Jleum Administrator for Defense showing that the OPS treatment of price con- 
trols threatened defeat of their oil-expansion program for defense. Because 
price has a direct and far-reaching effect on supply, the PAD was called upon 
to support the need for corrective price action. 

18. April 18, 1952.—California producers filed formal application with OPS 
for price relief in that area. 

19. April 28, 1952.—Officials of the IPAA held conferences with the Adminis- 
trator of the Economic Stabilization Agency and the Director of OPS, both of 
whom exhibited a complete misunderstanding and lack of knowledge as to the 
crude-oil price problem. 

20. April 29, 1952.—Again, in the long series of repeated attempts to gain 
recognition of the serious crude-oil price problem, the directors of the asso- 
ciation urged the immediate removal of any and all price controls over petroleum. 

21. April 29, 1952—Although the Defense Production Act specifically pro- 
vides for price exemptions where “necessary to promote the national defense,” 
the Director of Price Operations of OPS publicly stated that: “OPS wants no 
part of that kind of responsibility.” 

22. May 12, 1952.—The IPAA general counsel presented legal and factual evi- 
dence to OPS that the law provided for price decontrol and, in fact, is required 
under circumstances such as exist in the case of crude oil. 

23. May 15, 1952-—The Economic Stabilization Administration was again 
called upon by IPAA to consider the increasingly serious crude-oil price problem. 
Two months later the agency replied, as if the problem was new, that it was 
being “studied” and would be “given careful consideration.” 

24. May 26, 1952.—The Director of OPS, in a letter to the association, again 
delayed definite action on the association’s longstanding request. 

25. June 5, 1952.—Officials and members of the IPAA held a second conference 
with the OPS Director which revealed that he had not studied the crude-oil 
price problem but would undertake to do so. 

26. June 12, 1952.—OPS referred the petitions relating to California and Penn 
Grade crude to PAD after a delay of 115 days and 55 days, respectively. 

27. July 9, 1952.—The association supplemented its formal request of March 4, 
1952, for decontrol. The supplement showed that recent amendments to the 
Defense Act proved beyond question that oil should be decontrolled because 
Congress intended (1) that price controls be “terminated as rapidly as possible” 
and (2) that prices be decontrolled where “condition of supply” would permit. 

28. July 30, 1952.—In response to the June 12 OPS request, PAD presented its 
analysis and conclusions on the Penn Grade petition, recognizing that there is a 
shortage of Penn Grade oil in the light of emergency needs for national security ; 
that adequate lead time is required to make additional production available ; 
and that an increase in price could be expected to increase production. 

29. July 30, 1952.—PAD presented its analysis and conclusions as to California 
prices showing beyond question the need for a price increase in the interest of 
national security. 

30. August 18, 1952.—Standard Oil of California filed a formal application 
with OPS for an upward adjustment in price ceilings for crude oil in the west 
coast area. 

31. September 2, 1952——The PAD Administrator stated in a public address 
that PAD would be propertly concerned with price controls when price has “a 
direct, immediate and far-reaching effect on supply.” Despite this recognized 
responsibility PAD has taken no position on the overall crude oil price problem 
as presented to it by the association. 

32. September 10, 1952.—The OPS formally denied the association’s request 
of March 4 for price decontrol, after a delay of 190 days and without any indica- 
tion of having obtained the official views of PAD which has the primary govern- 
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mental responsibility under the Defense Act as to petroleum supplies for security 
needs. 

83. September 16, 1952.—The OPS formally denied the Penn Grade petition 
without adequate explanation, in apparent disregard of the analysis by PAD and 
after an unexplained delay of 211 days. 

34. September 18, 1952.—The IPAA Price Advisory Committee met in Fort 
Worth, Tex., to again consider possible actions to overcome the unsound actions 
by OPS. The committee conciuded that OPS should be called upon to reconsider 
its decision of September 10 and that other Government defense agencies should 
be called upon to insist on a proper price policy for crude oil. 

35. September 24, 1952.—The chairman of the IPAA price advisory committee 
made a publie statement condemning the action of OPS, in refusing to decontrol 
oil prices, as a threat to national security. 

36. September 24, 1952—The IPAA general counsel requested OPS to review 
its dismissal of the March 4 application. 

37. September 24, 1952.—The IPAA general counsel also requested the Office of 
Defense Mobilization to consider immediate action on the matter to assure the 
success of the defense program as to oil. By the middle of October, the answer 
to these two requests had been received. 

38. September 26, 1952.—The September 24 requests to OPS and ODM were 
referred to the Petroleum Administrator for Defense because of his responsibili- 
ties in connection with petroleum supplies under the defense program. 

39. October 2, 1952.—The Director of OPS was quoted as saying that “He 
didn’t know enough about crude oil price problem to give an opinion on request 
of producers for decontrol.” The Director had just returned from an extended 
trip attempting to build up public sentiment for continuing price controls instead 
of concerning himself with the proper administration of controls under the law. 

40. October 6, 1952.—The OPS referred the application of the Standard Oil of 
California regarding west coast prices to PAD after a delay of 49 days and 
without having taken any formal action on the previous application by California 
producers that had been pending for 171 days. 

The above review summarizes the administration of price controls as to crude 
petroleum. It shows the stubborn and unrealistic position of OPS to date. 


Reference was made above to the 4 years and 40 hearings involved in oil price 
controls during World War II. The record of the past 2 years already contains 
the 40 hearings set out in this report. 


PRICE-CONTRQL LEGISLATION 


The position of the association that there is no legal basis or economic justifica- 
tion of price control of commodities in ample supply to meet current needs has 
also been before Congress. The legislative history of the Defense Production Act 
shows widespread acceptance in the Congress of the principle that price controls 
of commodities in ample supply are not necessary or contemplated under the 
act and, in fact, serve to defeat the basic purpose of expanding productive facili- 
ties to meet defense-program goals. 

Early in the last session of Congress, on March 11, 1952, Congressman Omar 
Burleson of Texas introduced a bill, H. R. 6985, providing that the price of 
materials should not be controlled if the supply is adequate or surplus to meet 
current civilian and military consumption. 

On March 12, 1952, the general counsel of the association appeared before the 
Senate Finance Committee, and urged that the Defense Production Act be 
amended to provide for the decontrol of materials in ample supply. 

On May 12, 1952, Congressman Rees of Kansas introduced a bill, H. R. 7807, 
which also embodied the same principle that materials in ample supply for 
current requirements should not be subject to price controls. 

Again on May 13, the general counsel of the association appeared before the 
House Banking and currency Committee of the Congress and urged the amend- 
ment of the law along the lines of the Burleson and Rees bills. 

On May 27 Congressman Talle of Iowa introdaced H. R. 8010 which in sub- 
stance was the same as the Burleson and Rees bills. 

On May 28, there was introduced in the Senate a bill, S. 2594, by Senator 
Schoeppel of Kansas, providing for the immediate termination of price controls 
on any material in ample supply. 

The Banking and Currency Committee, in June 1952, after considering the 
various proposals which had been submitted to it, recommended amendments 
to the Defense Production Act, including the Talle amendment, which embodied 
the principle of the above-mentioned Burleson and Rees bills. 
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The Talle amendment was voted on in the House on June 26, 1952, and passed 
by a vote of 210 to 182. 

Thereafter the House-passed bill went to joint conference with the Senate. 
In conference during the closing days of the Congress the Talle amendment was 
not accepted. 

Although the Burleson, Rees, Schoeppel and Talle bills, which would have 
made mandatory the decontrol of prices of materials in ample supply, were 
not included in the amendments of the Defense Production Act, the Congress 
did include in the bill a strong policy statement expressing the will of Con- 
gress, “* * * that the general control of wages and prices shall be terminated 
as rapidly as possible * * *.” The Congress further directed that price con- 
trols shall be suspended where such factors as “condition of supply” will per- 
mit. This directive recognizes and embodies the principle of the Burleson, 
Rees, Schoeppel and Talle bills but unfortunately is not mandatory, leaving 
to the discretion of the President and the OPS as to when “conditions of supply” 
will permit decontrol, 


OTHER CONTROLS AFFECTING PETROLEUM COSTS 


While the OPS has maintained an inflexile freeze on crude oil prices, other 
prices and wages affecting petroleum costs have been permitted to increase sub- 
stantially. The reports of the association’s cost study committee have shown 
the steady incr ases in every element entering into the cost of finding, develop- 
ing and producing crude oil. As a result of strikes in the petroleum and steel 
industries in 1952, increases in wages were authorized. The wage increase 
in the steel industry resulted in further increases in the cost of materials used 
by oil producers, particularly tubular goods. The regular price of these tubular 
goods has increased 35 to 40 percent since the last change in crude oil prices 
in 1947. In addition, many producers are paying twice these prices to obtain 
foreign pipe imported into this country and “conversion” pipe produced at ab- 
normal costs. 

This record of price and wage controls has been one of rank discrimination 
against the oil producing industry. 


CONCLUSIONS 


This committee believes that the failure, to date, to obtain proper recognition 
of the crude oil price problem calls for intensified efforts on the part of the 
oil producing industry. Such efforts were ultimately successful in overcom- 
ing the destructive influence of similar unsound policies by the OPA during 
World War II. The threat and the challenge is as great today. A proper 
price policy is vital to the continued expansion of the petroleum industry. The 
evidence is clear and demanding that such a proper policy requires the im- 
mediate decontrol of petroleum prices. Price controls on crude petroleum are 
unnecessary, discriminatory, illegal and unsound. The committee concludes, 
therefore, that every possible means should be employed to accomplish the de- 
control of oil prices necessary for the industry to perform its normal and neces- 
sary function of supplying the essential oil needs of this Nation. 

Mr. Brown. That report shows clearly the continuing concern of 
the industry as to prices through 1951 and 1952. The increase of 25 
cents per barrel in June 1953 was merely a delayed adjustment that 
properly should have been made during the period of price controls. 
There was nothing unusual in a price increase following the removal 
of these controls. 

Government — controls have, by experience, proved to be par- 
ticularly harmful to the small elements in the petroleum industry. 
As an example, the independent producers lost 10 percent of their 
position in domestic oil production under rigid price controls during 
World War II. 

There is an abundance of evidence as to the steady and substantial 
increase in the cost of finding, developing, and producing crude petro- 
leum since the previous increase in crude oil prices in December 1947. 

The following chart presents a picture of the trends in principal 
elements entering into the cost of crude petroleum. 

(The chart referred to follows :) 
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The first general increase in the price of crude oil since December 1947 became 
effective in June 1953. That this increase was both necessary and long overdue 
is shown in the above chart. 

Since December 1947, even after allowing for the recent increase, crude oii 
prices are up only 9.3 percent. In contrast to this, the major elements in the 
cost of finding, developing, and producing crude oil have increased approximately 
35 to 40 percent during this period. The price of finished steel, for example, is up 
43 percent and the recently increased prices announced by the steel industry are 
not reflected in this price. Oil field machinery is up 29 percent and the average 
hourly wages paid by the crude petroleum and natural gas production industry 
are up 40 percent. 

A proper price structure, market outlet, and sufficient materials are all neces- 
sary to assure a strong expanding domestic oil industry. This increase in the 
price of crude oil is a big step forward in providing the industry with sufficient 
funds to carry on the exploration for and development of petroleum resources so 
essential for meeting both peacetime requirements and possible defense needs 
of ourselves and our allies. 


Source : Independent Petroleum Association of America, Tulsa, Okla. 


Mr. Brown. I have presented here a chart which shows that since 
December 1947, even after allowing for the recent increase in crude-oil 
prices, they are up only 9.3 percent. In contrast to this, the major 
elements in the cost of finding, developing, and producing crude oil 
have increased approximately 35 to 40 percent during this period. 
The price of finished steel, for example, is up 43 percent, and the re- 
cently increased prices announced for steel by the steel industry are 
not reflected in that table. Oil field machinery is up 29 percent and 
the average hourly wages paid by the crude petroleum and natural 
gas production industry are up 40 percent. 

That chart reflects those figures and I think clearly characterizes 
the situation we have. For the information of the committee, I have 
obtained more specific and detailed information with regard to cost 
increase. This information is shown in the following table that covers 
a wide variety of materials and equipment used in the production 
branch of the petroleum industry. 

(The table referred to follows :) 
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the petroleum prodoucing industry, 


1947, 1950, and 1953 


Dec. 6, 1947 


Tubular material (per foot): 


514” 14# H-40 Std. Smls. Csg. ST&C_. $0. 8665 
5\4’ 144 J Ps Std. Smls, Csg. ST&C 8910 
544” 17# J-55 Std. Smls. Csg. ST&C 1, 0704 
544” 17# J- 55 Std. Sm ls. Csg, LT&C x 
514” 20# N-80 Std. Smls. Csg. LT&C. 1. 
7’ 20# J-55 Std. Smls. Csg. ST&C 1. 3 
7’ 26# J-55 Std. Smls. Csg. ST&C- 1. 
" 26# J-55 Std. Smls. Csg. LT&C 1. 696 
54’ 32# H-40 Std. Smls. Casg. ST&C 2. 0101 
10K" 40.5# J-55 std. Smls. Csg. ST&C 2. 6249 
2” 4.7# H-40 EUE 8S Tubing 3540 
j 2” 4.7# J-55 EUE SS Tubing -- 3631 
i 214” 6.5# H-40 EUE 8S Tubing 4712 
j 26” 6.5# J-55 EUE 8S Tubing ie . 4389 
i 34” OD 13.30# Smls. Drill Pipe 1. 0076 
44" OD 16.604 Smls, Drill Pipe 1. 2475 
544” OD 24.70# Smls. Drill Pipe____- 1, 8808 
2’ 3.754 T & C LW Line Pipe 2332 
| 2” 3.754 T & C CW Line Pipe 


3” 7.74 T & C LW Line Pipe 

3” 7.74 T & C CW Line Pipe 
| 4” 1i# LW or CW T & C Line Pipe 
dedee rods: 


i %4"’ Carbon Steel Sucker Rods 2465 
14" Carbon Steel Sucker Rods 3155 
Tanks, separators and treaters: 
500 Bbl. 12 ga. Hi Bolted Steel Tank ---| 1,292. 28 
3’x13’ 5C National Code Type Low Pres- 
sure API-ASME Construction Separa- 
tor 708. 86 
2)4'x13’ “2D National High Pressure Sepa- 
rator | 1,143. 36 
6)4'x274’ Type YCP National Treater....| 3, 169. 66 
Pumping equipment: | 
5 H, P. Unit C46 Continental Engine for | 
5H. P. Unit () 
23.1 H. P. Unit C-66 Continental Engine | 
for 23.1 H, P. Unit..... | 849.50 
46.1 H. P. Unit 8% x 10 Ajax Engine for | 
Oa FP AI 8. cst Od... haat noses | 1,728.00 
Pumping Unit, Lufkin TO-44-15._........ 2, 453. 20 
Heads: 
Cameron Control Head for 544” 2_______- -| 1,048. 94 
Cameron Control Head for 7” ?...._._...-.| 1,048. 94 
Fittings—small: | 
2” x 4” Black Nipples-__--__--- ane ataeaee . 20 
= 2 Gea, Bes. Nipgte.. ..4.0-<is.-.-. | 2. 40 
PF ON Ee iia iin wink Bik wink . 62 
2” Std. Essex Lock Stop Cock...........--. 5. 42 
4’ 300# Forged Steel Tee_..............-.-.| 15. 30 
Fittings—large: | 
3’ Std. IBBM SE Walworth Gate Valve._| 18. 06 
4’ 8td. ICCM SE Walworth Gate Valve-___| 28. 14 
" Std. Walworth Lock Stop Cock | 24. 26 
4” Std. IBBM SE Walworth Swing Check 
NS le tel oth ge foes oas ak -| 25.02 
Automobiles and trucks: | 
Dodge 4-door custom sedan -- axtoutian of Esa 
Chrysler 4-door Windsor deluxe_......-_..| 2, 050. 35 
Plymouth 4-door special deluxe. _- 1, 484. 50 
Chevrolet 4-door sedan, No, 2103_........-- 1, 585. 00 
Chevrolet }4-ton pickup, No, 3104_...... 1, 289. 40 
Chevrolet 144-ton truck, No. 6103. ....-- | | 2, 036. 00 
fe Pe eee ee . 1575 
Other pumping equipment: 4 inches | by 16 | 
feet, polish rod_...... Cae 16. 95 
Bits: | 
4%-inch Hughes Tricone- - ...- inane 84. 00 
7%-inch Hughes Tricone--..............-.-- 110. 00 


1 Not made. 
2 Prices checked with Cameron Iron Works. 











June 15, 1953 


June 24, 

















Percent Pereent 
1950 increase increase 
Price over over 
Dec. 6, | June 24, 
1947 1950 
$1. | $1, 2598 45.3 | 19.7 
3 1, 2872 44.4 19.5 
1.2 1, 5090 40.9 16.4 
] 1. 5728 41.0 16.5 
1.6 2. 0003 42.4 19.8 
1. 1. 7954 41.4 | 17.0 
1.9 | 2. 2469 38.0 | 3.8 
2. 05! 2. 3414 38.0 13.9 
2. 3861 2. 7822 36.9 15.3 
3. 1009 | 3. 5482 35. 2 | 14.4 
4258 | f 44. 6 20. 1 
. 4349 | 44.1 20.3 
. 5706 46.4 20.9 
. 5832 45.8 21.0 
1. 1606 | 42.7 23.8 
1. 4385 | 43.0 | 24.0 
2. 1649 | 42.4 | 23.7 
2810 43.9 19. 4 
2454 40.2 | 15.0 
. 5462 . 6506 42.8 19. 2 
. 5000 5755 40.5 | 15.1 
7694 8991 42.9 16.9 
. 2040 . 3380 37.1 15.0 
3740 . 4300 36.3 15.0 
1, 507. 36 1, 736.68 | 34.4 | 15.2 
807. 76 985. 64 39.0 | 22.0 
| | | 
1,296.64 | 1,507.72 31.9 | 16.3 
| 3, 465. 00 3, 925, 64 23.9 13.3 
| 
| 667.50 | 788.70 |......-- | 18. 2 
| 873.50 1,032.65 | 2. 16) 18. 2 
| | | 
| 2,084. 00 2,397.00 | 38.7 15.0 
| 2,708.50 | 3,405.13 | 38.8 25.7 
| 
| 963.32 | 1,018.20 —2.9 5.7 
| 963, 32 1,018.20 | —29 5.7 
| | 
. 213 .2 10.0 3.3 
3.12 3. 56 48.3 14.1 
a 956 | 54.2 | 24.2 
| 6. 22 8. 27 52.6 32.9 
17.28 | 23.59 54.2 | 36. 5 
21.00 | 29.63 64.1 41.1 
30. 66 40. 88 45.3 33.3 
27. 85 37. 01 52.6 32.9 
22.76 | 30. 75 22.9 35.1 
1, 937. 50 2, 174. 08 21.6 12.2 
2, 528.50 | 2,701.01 31.7 6.8 
1,600.00 | 1,936.38 | 30.4 21.0 
1,722.00 | 1,906.04 | 20.3 10.7 
1,434.00 | 1, 563. 45 21.3 9.0 
2, 200. 00 2, 420.09 | 18.9 10.0 
17 . 2675 | 69.8 57.4 
16.25 | 2460 | 45.1 51.4 
| 
89. 60 103. 49 32.2 | 15.5 
123. 20 135.32 | 23.0 9.8 
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Prices of equipment and supplies used in the petroleum producing industry, 
1947, 1950, and 1958—Continued 


June 15, 1953 


Percent | Percent 
increase increase 
over over 
Dec. 6, | June 24, 
1947 1950 


Drilling mud: | 
Aquagel, ton ‘ sas | $36 $41. 25 $43. 08 
Bariod, ton > 28. 6 33. 5 39. 34 
Clay, ton canis eien Dati 25. 2 26. 3 27. 78 
Cement, reguiar_.... . nem 5 9775 1. 95 


Cement, quickset. ha 2 25 1. 375 
Services: Acidizing (1, 000 gallons) salen 225. 00 245 330. 30 
Electric logging (per survey): 

Schlumberger - - ....- ‘ bs 4 q 7 505. 00 

Gamma ray . . | d é 372. 00 

Mud logging in 25. 125. 150. 00 
Gun perforating | 

lst 10 shots uneee 4 ‘ 55. 45. 250. 00 | 

11 to 50 per shot. s 3. 25 3. 25 2. 80 

Halliburton cementing 1,000- sack. job. : 247. 26 265. 00 


Unweighted average increase for all | 
above items of material, equipment 
and services.......... - 


Wages (per hour): 
Roustabouts.-. . 
Ga tend eabee 
Drillers . 

Derrickman 
Floormen (roughnecks) --- 


Average all workers engaged in crude 
petroleum and natural gas production 
industry (per U. 8. Bureau of Labor 
Statistics) 4 5 . 78 2. 16 40.2 


Mr. Brown. There, Mr. Chairman, we have attempted to spotcheck 
our general information to see what the facts were, and we have listed 
the material we actually used. If you will notice, for instance, tubular 
material, which constitutes a very large part of our steel, the increases 
since 1947 have run over 40 percent in cost. Even the sucker rods, 
which we use in pumping our oil, have gone up over 36 percent. And 

the tax and the separators in w hich we store oil in the field have gone 
up from 24 to 35 percent, depending upon the size, The pumping 
equipment that we use to pump the oil has been continuously increas- 
ing and has gone up approximately 88 percent. Some of the smaller 
units are not quitesohigh. Thee attol heads which are an important 
part is about the only thing we have that has not gone up. But that 
is a very small item in our totalexpense. That increase is only about 
5 percent over. That has gone up some since 1947 but not as much 
as the other. 

The fittings have also gone up some 50 percent. The larger fittings 
have not gone up quite so much. 

The automobiles and trucks that we use in our operations have gone 
up from 20 to 30 percent. The waste that we use in our operations 
have gone up some 69 percent, and the bits which are an important 
part. 

The waste is a very small item, I might say. a bits are a very 
important part and they have gone up from 23 to 33 percent. Even 
the drilling mud, which is becoming more important as time goes on, 
has gone up some 35 percent. The services, such as acidizing and 
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so on, have gone up about 45 percent. The electric logging that we 
must use to know where we are, that is our eye underneath the earth, 
has gone up considerably, from 16 to 30 Pe and the gun per- 
forating, that is where we puncture the tubing to find the sands, has 
gone up materially. In other words, the average of these items is 
about a 35 percent increase that we have had. 

At the same time, our wages, the oil field wages, have gone up on 
an average of 40 percent. We made those spotchecks to see if our 
general figures were correct, and we find they fit almost exactly in the 
pattern. 

In connection with these cost figures, I want to point out that they 
do not reflect recent additional increases in steel prices and oil industry 
wages. Preliminary information indicates that steel materials have 
increased by about 5 percent more than shown in the above table while 
oil industry wages have been increased by an additional 4 percent. 

While the above information on cost increases is highly significant 
to the oil producer, I appreciate that it is difficult to interpret these 
figures in relation to the recent increases in crude-oil prices. ‘There- 
fore, I am attaching as exhibits II and III the last two reports of the 
cost study committee of the IPAA. 


(Exhibits IT and ITI follow :) 


Exursit II 


Report or THE Cost Stupy CoMMITTEEF, INDEPENDENT PETROLEUM ASSOCIATION OF 
AMERICA, ON INCREASED COSTS TIN THE PRODUCTION OF CRUDE PETROLEUM IN THE 
Frrst Hatr or 1952 Compared WITH THE AVERAGE OF THE 38-YEAR Pertop 1947—49, 
ADOPTED BY THE COMMITTEE AT A MEETING IN Fort WortH, Trex., SEPTEMBER 
23, 1952 


(For presentation at the annual meeting of the association in Oklahoma City, 
Okla., October 23—24, 1952) 


INCREASED COSTS DURING FIRST HALF OF 1952 


In the first 6 months of 1952, estimated finding, developing, and production 
costs increased approximately 60 to 65 cents per barrel of petroleum produced, 
compared with the average of comparable costs in the 3-year period 1947-49. 
This is an increase of approximately 38 percent in contrast to the increase of only 
6.6 percent in the average price of crude petroleum during the same period. 

This estimate of increased cost does not include any provision for the higher 
cost of so-called “conversion pipe” and foreign pipe which many oil producers 
have been forced to use because of inability to obtain pipe requirements from 
normal domestic sources. 

In addition to the sharp increase in volume of drilling activities, all the com- 
ponents of such activities increased in cost, as presented in further detail here- 
inafter and summarized in tables A and B. 


ACTIVITIES INCREASED 


Some activities materially affecting the volume of expenditures in the oil 
industry have increased during the first half of 1952 as compared with the 3-year 
period 1947-49, as follows: 

Percent of increase 
Expleratory wells, footage drilled 
Dry holes, footage drilled 
All wells, footage drilled 
Average depth of all wells completed__.__-~-~-- 
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UNIT COST OF ACTIVITIES INCREASE 


A summary of increases in certain other elements of cost for the same period 
is given below: 
Percent of increase 


Wages and salaries 
Construction costs ‘ 
Composite of wholesale prices of finished steel per pound 


CUMULATIVE INCREASES IN COST 


The accompanying table A shows the principal factors of increased income, 
activities and costs in the petroleum industry. Table B presents an applica- 
tion of those factors in determining the cumulative increase in costs, and the 
net cost per barrel of crude production expressed in percentage, after allowing 
for increased production. This table is summarized as follows: 


Cost increases per barrel of crude petroleum produced expressed in percent, 
first 6 months of 1952 over average of 8-year period, 1947-49 


Percent of increase 
Ween GT I a a hl ee a 13. 70 
Other operating and administrative 
Exploratory 
Dry holes 
Intangible drilling of productive wells 
Equipment of productive wells 


NET REDUCTION IN EARNINGS 


Domestic production in the first half of 1952 increased 19.37 percent over the 
base period (1947-49). Giving effect to the cumulative increase in cost of 
production with allowance for increased volume of production and slightly higher 
price, current net earnings per barrel of net company interest crude oil produced 
are estimated to have declined between 50 and 60 cents per barrel below the 
average earnings in 1947-49. 

It should be remembered that not all producers of crude petroleum participated 
in the overall increase in production. For many producers in a large number 
of oilfields and areas, there has been no increase in production. In these cases 
where production did not rise, increases in net cost per barrel of production 
and reduction in net earnings were substantially greater than indicated by the 
before-mentioned overall figures. 


COST INCREASES SINCE JUNE 1952 


Further increases in costs have occurred since June 1952, because of the settle- 
ment of the labor strike in the petroleum industry and the increases in steel 
prices following the conclusion of the labor strike in the steel industry. 

Wages and salaries in the petroleum industry in the first 9 months of 1952 
were about 744 percent higher than the January 1, 1952, level, or approximately 
15 cents per hour more. The full effect of this increase is not shown in the 
first 6 months average. Wages and salaries will rise an additional 4.1 percent 
in the third quarter as compared with the first half of 1952. 

Domestic steel prices are now 614 percent above prices prevailing in the first 
half of the year. The increases in prices were $6.50 per ton on casing, $11 per 
ton on tubing and drill pipe, and $14 per ton on other grades of pipe. 

The construction costs index for August 1952 was 5.24 percent above the index 
for the first half of 1952. 

On the basis of the foregoing indicated increases in labor and material costs, 
it is estimated that overall costs in the third quarter of 1952 will exceed the 
overall average in the first half of the year by 5.5 percent. 

It is estimated that these additional costs to the petroleum industry in the 
second half of 1952, compared with the first 6 months of the year, will approxi- 
mate 15 cents per barrel of net production, bringing the estimated increase in 
current costs to between 75 and 80 cents per barrel over 1947—49 costs. 
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OPS EARNINGS STANDARD 


It is the opinion of the committee that the current earnings from the produc- 
tion of crude petroleum fall considerably short of the earnings required by the 
industry. A computation under the provisions of the earnings standard or 
so-called Johnson formula, laid down by the Office of Price Stabilization in its 
price operations memorandum No. 25, dated February 15, 1952, for determining 
the necessity and amount of price adjustment, indicates that a substantial up- 
ward adjustment in crude price ceilings, which have remained unchanged since 
December 1947, is warranted. 


COMMITTEE MEETING IN SEPTEMBER 


The foregoing report was adopted by the members of the cost study committee 
of the Independent Petroleum Association of America in its meeting at Fort 
Worth, Tex., September 23, 1952, with all members present except Norman D, 
Fitzgerald, Stark Fox, and E. P. Potter. However, Mr. Potter and Mr. Fox 
submitted, through the chairman, a review of the proposed report with their 
comments which have been considered in drafting this final report. 

Others present at the meeting were Harold B. Fell, executive vice-president 
of the Independent Petroleum Association of America, and Harold Cashman of 
the Sun Oil Co. 

For the committee. 


JAMES V. Brown, Chairman. 


MEMBERS OF COST STUDY COMMITTEE 


James V. Brown, chairman Norman D, Fitzgerald 
J. P. Coleman, vice chairman Stark Fox 

Melvin L. Mesnard, secretary Serge B. Jurenev 
Harold B. Fell, ex officio Charles Klein 

Harold Cashman? L. J. O’Connor, Jr. 
Alden 8. Donnelly E. P. Potter 


1 Nonmember, attended meeting of committee on September 23, 1952, as result of vacancy 
created by death of Benedict Saurino. 
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TABLE A.—Principal factors of increased income, activities, and costs in the 
finding, developing, and producing of crude petroleum in the first half of the 


year 1952 compared with the average of the 3-year period, 1947, 1948, and 
1949 





| | Percent of 
Average | First half | increase first 
of 3 years of year | half 1952 over 
1947-49 1952 average for 
1947-49 


INCOME FACTORS 


Average price of crude petroleum per barrel ! 
Production: Crude petroleum—all oils, 1,000 barrels daily ! 








EXPENSE AND COST FACTORS 


Wells drilled (average deny: ); 2 
Exploratory ....... r- 4 _.total number 18. 96 | 28. 82 
Development au ; i, do.- 82. 84 | 99. 83 | 


feengeepomeeeen ene} 


Motel... « as si ‘ le Ete a ole ~-| 101. 80 | _ 128. 65 | 


Dry holes... b gh. , do 31. 55 
Productive ‘ ‘ do 70. 25 


Average depth of all wells (in feet) ? nin hte 3, 475 
Footage drilled (average daily): ? 

Exploratory so aimenntn ...thousand feet 78.14 124. 35 
Development > . do 275. 99 402. 73 


Total___. I 4 enbehese: nil do... 354.13 | 527 08 | 


Dry holes ...do 110. 24 "188, 06. 
Productive do 243. 80 339.02 
Total footage drilled per thousand barrels of crude petroleum 
produced ?__ , Shows Bhs iia de cla dileansenmcin 63.05 78. 61 
Wages and salaries: 
Average hourly earnings-.__--_- iB $1. 639 $2. 033 
Average weekly earnings on. ‘ $65. 84 $83. 88 
Total number employed (thousands) aa tel 251.3 | 267.7 
Total weekly payroll (millions) $16. 59 22. 45 
Construction cost index (1913+100) Engineering News-Recor d.- 453.0 | 557.3 
Composite of wholesale prices for finished steel § (per pound) -- $0. 0374 $0. 0471 


! Based on Bureau of Mines. 
2 World oi! 

* Calculated. 

¢ Bureau of Labor Statistics 
§ Survey of Current Business, Department of Commerc« 


TABLE B.—Application of cost factor indewes reflecting percent of net increase 
in unit costs by elements in the production of crude petroleum, first half of 
yed ar 1952 compared with average of 3- ‘year period 194 1-49 


| 7 
Total Increased | 

| increased produc- 
costs ! tion ? 


Net in- 

crease in 
unit costs, 
percent 3 


| Increased | Increased 
activities | unit costs | 
| 


Expense item 


Wages and salaries ° bees 

Other operating and administrative 3 

Exploratory 5 123 02 
Dry holes | . 123. 02 
Intangible drilling (productive wells 10 139 01 ? 123. 02 
Equipment.....- pacers 18 139. 01 1 125. 94 


4 Incre reased activities (1) times increased unit costs (2) equals column (3). 

? Production index 

8 Indexes in column (3) divided by production index in column (4) equals percent of increase in net costs 
per barrel of crude petroleum produced. 

4 Number employed. 

§ Total weekly wages. 

* Total wells completed. 

? Construction cost index. 

* Total exploratory footage drilled. 

* Total dry-hole footage drilled 

#” Total productive well footage drilled 

1 Composite of wholesale prices for finished-steel index. 


NorEe.—Index, average of 3 years, 1947-49=100. Above indexes are average for lst 6 months of year 1952 
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Exureit Il 


ReEPoRT OF THE Cost Stupy COMMITTEE OF INDEPENDENT PETROLEUM ASSOCIATION 
or AMERICA ON THE INCREASED Costs IN THE FINDING, DEVELOPMENT, AND 
PRODUCTION OF CRUDE OIL AND NATURAL GAS 


(For Presentation at the Meeting of the Association, St. Louis, Mo., 
April 27-28, 1953) 


COST TREND UPWARD 


The upward trend in costs of finding, developing, and producing crude oil and 
natural gas continued with increased acceleration in 1952, substantially reducing 
the overall earnings of the petroleum industry, particularly the domestic produc- 
ing industry. 

All the factors entering into the search for oil, its development, and production 
(by both primary and secondary methods) contributed to an increase in overall 
costs. Drilling and equipment costs are up; payrolls are higher; leases are more 
costly to acquire; considerably more exploratory and development effort is nec- 
essary; wells must be drilled in greater number and to greater depths; the per- 
centage of dry holes has been rising sharply; maintenance difficulties increase 
with older wells and equipment and the results in new reserves found are the 
lowest in years. 

Some of the principal factors of costs and expenditures currently reducing net 
incomes are as follows: 

1. The step-up in efforts to tap more new sources of oil to meet increased de- 
mand has required larger expenditures for the expansion of properties, plants, 
and equipment. 

2. Depletion and depreciation charges have increased in line with the larger 
investment in property plant and equipment. Even so, these charges for deple- 
tion and depreciation are inadequate for replacement of assets acquired at lower 
price levels 10 to 15 years ago. 

8. Costs of materials, equipment, and labor have progressively increased. 

4. The oil and gas producing industry is carrying an increasing burden of 
Federal, State, and local taxes. 

5. There exists a disparity of prices received from the sale of crude oil as 
related to increased costs. There has been no general rise in prices of crude oil 
since the end of 1947 while the prices of practically all other commodities have 
risen sharply. During the same period there have been several wage increases. 

6. Exploratory and development effort as measured by footage drilled is greater 
in relation to the quantity of oil produced, while the percentage of dry holes to 
the total number of wells drilled, is the highest on record. The average well in 
1952 was over 200 feet deeper than the average well in 1951, and over 650 feet 
deeper than those drilled in 1947. 

7. In 1952, the domestic industry continued, as it has in the past, to find and 
develop more oil than was produced. However, it required 2 feet of drilling 
in 1952 to find the same volume of new oil as 1 foot of drilling found in the 
1947-49 period. The unit cost of finding and development of new reserves, 
therefore, continued to increase. 

8. Leases are more expensive to acquire while only a small fraction of the 
acreage acquired is found to be productive of petroleum or natural gas. 

9. Greater outlays are necessary for geological and geophysical operations. 
There was an average of 734 crews in operation during 1952 compared with 
an average of 502 in the 3-year period 1947-49, a 46-percent increase. 


INCREASED COSTS NOT OFFSET BY INCOME FACTORS 


The additional costs of exploration, development, and operation have not 
been offset by the increased rates of production nor have there been compensating 
price increases consequently ; the net income of a large number of companies 
declined in 1952. 


COST FACTORS 


In addition to the sharp increase in the volume of drilling activity all com- 
ponents of such activities have increased in cost. A summary of the principal 
factors of increased income, drilling activities, and costs in the finding, develop- 
ing, and producing of crude petroleum, natural-gas liquids, and natural gas in 
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1952 compared with the average of the 3-year period 1947-49 is shown in table 
1 herewith. 

Further evidence of increasing costs and the factors which are affecting net 
income are reported in the published annual reports for 1952 of many companies 
producing crude oil and gas. Excerpts relating to costs from some of the pub- 
lished annual reports currently available are shown in exhibit A attached hereto. 


DRILLING ACTIVITIES INCREASE 


A few of the important factors affecting the volume of expenditures in the 
oil and gas industry, together with the percentage increase during the year 1952 
as compared with the average of the 3-year period 1947-49 are as follows: 


Percent of increase 
Exploratory wells, footage drilled 
Dry house, footage drilled 
Productive wells, footage drilled 
Total of all wells, footage drilled 
Average depth of all wells completed 
Percent of dry holes to total wells drilled 
Geophysical crews 


PAYROLLS AND MATERIALS COSTS INCREASE 


Increases in certain elements of costs of operation for the same period are: 


Percent 
of increase 
Hourly wages 
Number of employees 
Construction costs 
Finished steel per pound 


Wholesale prices of all commodities except farm products and foods_____. wi, ae 


INCREASED PRODUCTION AND PRICE FACTORS DO NOT OFFSET INCREASED COST FACTORS 


Domestic production in 1952 was 22.3 percent over the average of the 3-year 
period, 1947-49. The average price of crude oil in 1952 was $2.53 per barrel or 
7.3 percent above the average price per barrel for the 3 pre-Korea years (1947-49). 

These increases in revenue from the production of crude oil at a slightly higher 
price did not offset the increase in cost. 


ESTIMATED NET INCREASES 


In a report presented at the annual meeting of the Independent Petroleum 
Association of America in October 1952 this committee estimated that the na- 
tional average additional cost of finding, developing, and producing crude petro- 
leum in 1952 would be between 75 and 80 cents per barrel over the average 
costs in 1947-49. The statistical data now available for the full year of 1952 
which is summarized in table 1 and the excerpts from the annual reports of oil 
companies presented in exhibit A herewith, supports the committee’s previous 
estimate as being conservative. 

(Signed) James V. Brown, Chairman 
(For the Committee). 


MEMBERS OF COMMITTEE 


J. P. Coleman, Vice Chairman Charles Klein 
Melvin L. Mesnard, Secretary L. J. O’Connor, Jr. 
Alden 8. Donnelly Foster Parker 


Stark Fox Charles A. Pfahler 
Minor 8S. Jameson E. P. Potter 
Serge B. Jurenev 
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Exuisit A. Report or IPAA Cost Stupy CoMMITTEE, APRIL 1953 


(Excerpts from financial statements of companies producing crude oil in the 
United States relating to increased costs of finding, developing, and produc- 
ing crude petroleum ) 


THe AMERADA PETROLEUM CORP. 


“There has been no reversal in the trend of rising costs of finding and produc- 
ing crude oil and gas, and no such reversal is in sight. * * *” 


THE ATLANTIC REFINING Co. 


“* * * in common with oil-industry experience generally, our increased cost 
of doing business was not offset by compensating price increases, and conse- 
quently our net income declined. * * * 

“The increase in operating expenses is not attributable to any one cost, but 
rather to a multitude of factors which affected all of our operations. Many 
of the goods and services which we purchase from others were more expensive. 
Our extensive efforts to find new oil required substantially higher current ex- 
penditures, * * * Another major increased expense was the rise of * * * nearly 
12 percent—in payrolls, resulting mainly from general wage increases granted in 
late 1951 and early 1952. It will also be seen that charges for depreciation 
and depletion were increased by more than $5 million last year. These charges 
are now showing some of the effect of the sharp rise in the prices of properties 
and equipment in recent years. Even so, current depreciation and depletion 
funds are inadequate to replace assets which were acquired at the much lower 
price level of 10 or 15 years ago. 

“For this reason, among others, our depreciation and depletion funds and 
retained earnings have been insufficient during recent years to replace obsolete 
facilities and to provide for needed expansion of properties, plant, and equip- 
ment, so that it has been necessary to draw on our working capital for these 
purposes. Consequently, we anticipated that, subect to market conditions, we 
will seek additional capital funds during 1953 to finance our program of expan- 
sion and improvement for the next few years * * *. 

“Even though capital expenditures last year were less than expected, they 
amounted * * * to the highest on record. In the last 7 years, since the end of 
World War II, our capital expenditures have totaled nearly $360 million—an 
amount equal to the cost value of all the properties, plant, and equipment we 
owned at the beginning of the period. * * *” 


CITIES SERVICE CO. 


“* * * Contributing to lower earnings were such factors as the continued high 
tax burden, cost inflation, and arbitrary price ceilings; a month-long strike 
which curtailed operations of most oil companies * * *,” 

“Recent removal of Federal price restrictions upon crude oil and petroleum 
products probably will be reflected, in the near future, in local adjustments 
only. Eventually, however, more farreaching price corrections will be required 
to maintain the industry’s stability and soundness. 

“In recent years, the prices of petroleum products have not reflected the large 
advance in costs of materials and labor incident to the finding, developing, re- 
fining, and marketing of oil and its products, or the tremendous growth of the 
tax burden. There has been no general rise in the price of crude oil since De- 
cember 1947. Meanwhile, six general wage increases, together with so-called 
fringe benefits, have increased unit labor costs 50 percent. Cost of steel pipe 
and other equipment also have advanced substantially. In spite of this dis- 
parity between prices and cost, the petroleum industry has carried forward one 
of the most remarkable expansion programs in industrial history. It has de- 
veloped large new oil reserves and equipped itself to meet all civilian and military 
requirements that can be foreseen. No other industry can point to comparable 
performance without price increases which at least compensate for its increase 
in costs.” 


CONTINENTAL OIL CO, 


“* * * the cost of doing business increased materially. This was due prima- 
rily to higher wages, higher material costs, and the greater depths to which ex- 
ploratory and development wells had to be drilled. * * *” 

“On a unit basis, drilling costs rose sharply in 1952 due to an increase of over 
873 feet in average well depth and to higher material and labor costs.” 

“While the cost of doing business increased in many categories, some of which 
were directly related to the greater volume of products manufactured and sold, 
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those bearing most importantly on the comparative reduction of earnings for 
1952 were the blanket cost-of-living wage and salary increases granted; the 
addition of personnel to handle the company’s expanding activities; and rental 
payments on a greater number of acres held under oil leases.” 


GULF OIL CORP. 


“Operating costs and expenses continued to increase—a trend that has been 
evident for several years. Over this period numerous wage and salary increases 
have been made by your company and throughout the industry, and Gulf’s aver- 
age wage rates today are 30 percent above the level of 5 years ago. In addition, 
there have been marked increases in the cost of materials and services.” 

“Approximately two-thirds of the petroleum industry’s capital expenditures 
are devoted to the search for and development of new production. Your com- 
pany has long been conscious of the importance of crude-oil production and de- 
votes large amounts of money and effort in the search for new reserves.” 

“In mid-1952, a general payroll increase of approximately 4 percent was put 
into effect in keeping with the general trend in the petroleum industry. Includ- 
ing a general payroll increase effective in December of the previous year, aver- 
age wage and salary rates in the last half of 1952 were about 7% percent higher 
than those prevailing throughout most of 1951, and approximately 80 percent 
above the level of 5 years ago. The industry is among the highest in rates of pay 
of all industries in the Nation.” 


HONOLULU OIL CORP. 


“The industry has witnessed a continuing and rapid advance in operating costs 
for several years past. These increases along with the rising cost of finding oil 
have strongly indicated the necessity for higher prices for oil * * *.” 


HOUSTON OIL CO. OF TEXAS 


“Last year the need for a price adjustment in crude oil to offset increased costs 
and expenses was pointed out as a major problem for oil producers. With costs 
of all types continuing to rise this is an even more serious matter today. If the 
oil-producing capacity of the industry is to be raised to the level requested by 
the Government, there must be an adequate price incentive to justify the ever 
greater and more costly exploration risks * * *.” 


HUMBLE OIL & REFINING CO. 


“Continued increase in costs is the fact that stands out in Humble’s operations 
in 1952, as indeed it does in operations of the domestic petroleum industry as 
a whole. 

“This increase exists in all operations. It arises out of conditions inherent 
in the business today, and persists in the face of diligent efforts at control. Pay- 
rolls are higher; costs of materials are up; and other items have increased like- 
wise. Particularly in exploration and production are costs higher. Leases are 
more expensive to acquire. To replace production and expand reserves requires 
more exploration effort, including an increase in the number of exploratory wells. 
Also wells must be drilled deeper and are completed often in thinner sands and 
in more complicated reservoirs. As a consequence well completion costs and dry 
hole expenditures grow larger. In 1952 Humble’s dry-hole expenditures were 
more than $43 million, nearly $13.8 million higher than in 1951, and accounted for 
36 percent of all Humble’s drilling costs, Likewise expenditures for producing 
oil and gas continue to increase. As wells grow older and the total quantities 
of oil withdrawn from the reservoirs increase it becomes necessary to work over 
a larger number of wells and resort often to more expensive artificial methods 
of lifting oil in order to increase current production and ultimate recovery. An 
expanded workover program growing out of an accumulation of such wells was 
a substantial factor in the higher costs during 1952. 

“While increases in costs have continued, price controls in effect from late 1950 
through 1952 prevented price adjustments in response to conditions prevailing 
at the time. In fact, the average price of crude oil and the average wholesale 
prices of petroleum products are lower today than at the end of 1947 except in 
California. 

“Expenditures for exploration have increased sharply in recent years because 
of an expansion in personne! and effort, as well as rising costs for crews, leasing, 
lease rentals, exploratory wells, and other items * * *.” 
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“Average cost per well: 


“Humble’s expenditures on dry holes and total drilling costs in 1952 were 
greater than in any prior year, as a number of factors combined to increase 
average costs per well by nearly 31 percent. * * *” 

“Contributing to the higher average well cost were a greater proportion of 
wildcats, an increase of 334 feet in average depth * * * in 1952, more footage 
drilled in abnormal pressure areas that involve unusual costs, and a further 
rise in prices for materials and in rates of pay. Changes in the drilling condi- 
tions encountered resulted in an average increase of 7 days drilling time per 
well, with a corresponding effect on costs. * * *” 

“The large increase in dry-hole costs was due to the greater number of dry 
holes, a higher average cost per dry hole, and increasing emphasis on explora- 
tory drilling below known productive horizons. In some cases the search for 
deeper production is unsuccessful although the well may be completed as a 
successful producer in a shallower horizon. The cost of drilling below the 
productive horizon is charged off as dry-hole expense.” 

“Operating costs for production increased sharply during 1952 as a result 
of several factors: (1) A major workover program designed in the light of 
good reservoir engineering practices to increase current production and _ulti- 
mate recovery of oil; (2) greater depreciation charges resulting from higher 
investment costs in recent years; (3) record costs for exploration and dry 
holes; (4) the additional personnel and expense involved in operating more 
producing leases and wells; and (5) higher rates of pay * * *” 

“* * * net income was lower because of generally higher operating expenses, 
increased charges for depreciation, and higher dry-hole costs.” 

“Expanded producing and exploration activities required more employees, and 
rates of pay and prices for materials purchased were higher. Another signifi- 
cant cost increase occurred because of a major well-workover program. Pro- 
visions for depreciation, depletion, and amortization exceeded those of 1951 * * * 
reflecting the continued increase in investment and the higher cost of facilities 
acquired in recent years to produce and handle crude oil. 

“Dry-hole costs * * * were * * * $10,797,900 more than the previous high 
of 1949. * * * Dry-hole costs accounted for 36.4 percent of total drilling 
costa, * * *”’ 

PAN AMERICAN PETROLEUM & TRANSPORT CO. 


“There were several factors, which combined to reduce our earnings. * * * 

“The primary factor was the nationwide oil strike in April and May. * * * 

“Another major factor was that, like the rest of the industry, we were caught 
between rising costs and governmentally fixed prices. Therefore, even though 
gross income was up, our net earnings were down.” 

“Wages and salaries during 1952 exceeded the 1951 total * * * due to both 
increases in rates and a larger number of employees. Employee benefits 
were * * * more than in 1951, an increase of 24.6 percent.” 

“The Federal Government recognizes that the amount needed for replace- 
ment of tools and crude reserves is not income subject to taxation. However, 
the replacement fund should be sufficient for its purpose. Under present regu- 
lations this is not so. The amount recognized by the Government as a replace- 
ment fund is wholly inadequate to buy replacements at present high prices.” 


PLYMOUTH OIL ©O. 


“In 1952, despite acute shortages of tubular goods, the company drilled a new 
high record of * * * wells * * *. Deeper and more costly drilling, however, is 
having its effect on the net profit per barrel being obtained from new produc- 
tion. As an illustration, the unit cost per barrel chargeable against each barrel 
of Plymouth’s production, to provide for the depletion of drilling and leasehold 
costs and depreciation of equipment, averaged 17% cents per barrel in the 
year 1942 as compared with 44% cents for the year 1952. The average for 
1947, the year in which the last ecrude-oil price increase was effective, was 23 
cents per barrel. It is quite apparent, therefore, that the increased costs of 
equipment and deeper drilling are having a marked effect upon the company’s 
net profit. 

“ee * deeper and more costly drilling is having a marked effect upon the 
new production being obtained by the company, since the company has received 
no crude price increase since 1947 to compensate for these increased costs. As 
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an example, we are setting forth below certain company statistics which clearly 
show the rising trend of drilling costs: 


Year 1947 Year 1952 


Intangible and tangible costs: Completed wells $1, 679, 577 $7, 242, 119 


Wells completed wi : yee wa a 31 98 
Average cost per well__ 7 abe ans $54, 180 $73, 899 
Total footage _. ; 172, 645 | 657, 747 
Average depth per well (in feet)... is 5, 569 6, 712 
Average cost per foot a ‘ bb od kesete tend . $9. 73 | $11. 01 


“It is apparent from the above that the producing branch of the Oil Industry 
cannot continue indefinitely to search for new sources of crude through deeper 
and more costly drilling without a compensating increase in the price of crude 
oil. 

“The industry is pardonably proud of having again established new high-water 
marks in production, development, exploration, and refining, especially in view 
of the fact that all this was accomplished despite rising costs, shortage of critical 
—— and a crude price structure that remained frozen at the levels of 
1947.” 

“* * * The American people are so accustomed to having plentiful supplies of 
petroleum products at a cost far below that in all other countries, that they are 
apt to overlook that there has been no increase in the price of oil since 1947, 
despite the fact that the cost of all other commodities has risen enormously in 
that same period. The oil industry has been able to exist during these 6 years 
only because it has been drawing upon reserves that were discovered and de- 
veloped at the lower costs prevailing from 15 to 25 years ago. These low-cost 
reserves are steadily being exhausted and an ever-increasing percentage of 
production is coming from the discoveries and developments of the much higher 
cost postwar period.” 

THE PURE OIL Co. 


“The reduction in earnings in 1952 is due in substantial part to increased 
costs of materials, higher wages, fixed ceiling prices under Federal regulations 
and lower fuel oil prices following the steel strike during the middle of the 
year. An additional contributing factor was the refinery strike during the 
month of May, which resulted in suspension of operations at three of the com- 
pany’s largest refineries * * *.” 

“The company plans to continue its active geological, geophysical and ex- 
ploratory drilling program during the year. The cost of these activities con- 
tinues to increase due not only to causes not peculiar to the oil industry, but to 
the fact that we have to drill to progressively greater depths.” 

“In line with all industry, operating costs were higher than during the previous 
year, due primarily to the increase in wage rates which became effective the 
first of June, together with the higher cost of materials purchased, excluding 
crude oil.” 

“The industrial expansion of the postwar years, which has been the greatest 
in our history, has brought with it the fear in the minds of some that American 
industry may have developed in excess of future demands. Our industry, by 
reason of its careful planning in cooperation with Government authorities, has 
been able to meet the demands of the armed services and the record require- 
ments of the civilian economy. This has been accomplished in the face of higher 
material costs, steadily mounting wages and material shortages, with the prices 
for our products fixed unrealistically low by the Federal price-control authority.” 


STANDARD OIL CO. OF CALIFORNIA 


“Because of continued higher costs caused by inflation, the charges against 
earnings for depreciation and depletion have proved inadequate to finance the 
replacement of facilities and it is anticipated this will be true for some time 
in the future. For this reason, and also because of expansion requirements, it 
is probable that a substantial part of earnings will continue to be required for 
capital outlays.” 

STANDARD OIL CO. (INDIANA) 


“Briefly, our business continued to grow in volume last year, but our net earn- 
ings were down. * * * Our earnings after all charges and taxes were $7.81 per 
share as compared with $9.71 in 1951 and $8.09 in 1950.” 
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“One reason for lower profits was the strike in seven of our refineries last 
spring * * *.” 

“Even more important was the fact that we were caught between rising costs 
and rigid price ceilings on crude and products * * *.” 

“The outlook for petroleum product demand in 1953 is for another increase, 
probably slightly larger than in 1952. Ours is one of the few industries whose 
price levels are generally below those in 1948. With costs continually rising, we 
need higher prices for both crude and products. * * *” 

“Total costs and other deductions from income rose * * * 6 percent over 1951 
and 25 percent over 1950. The increase was due partly to higher volume and 
partly to higher unit costs. Crude oil, materials, and services cost * * * up 
8 percent. Wages and employee benefits totaled * * * 15 percent higher. Provi- 
sion for wear and tear on equipment, oil and gas taken from reserves, and aban- 
doned facilities were * * * up 10 percent.” 


THE STANDARD OIL CO. (OHIO) 


“The improvement in revenue was more than offset by increases in the cost of 
doing business. The largest single factor was an increase in payroll, amounting 
to $4.2 million, resulting from general wage increases and a small increase in 
employment. 

“Increased charges for depreciation and amortization of facilities and for 
depletion of oil reserves also contributed to the overall increase in costs. Part 
of the increase in depletion reflects the greater number of barrels produced and 
part represents the increased investment cost of newly developed underground 
oil reserves. * * *” 

SEABOARD OIL CO. OF DELAWARE 


“* * * Operating and general expenses increased, reflecting greater outlays for 
geological and geophysical exploration as well as higher wage and salary 
levels, * * *” 

“* * * the general level of crude-oil prices has not advanced since 1947, while 
finding and operating costs have increased greatly. It appears that prices must 
be increased if adequate reserves, essential to natonal security, are to be main- 
tained in this country.” 

SHELL OIL Co. 


“* * * 1952 * * * was * * * a year in which the margin between revenues 
and costs narrowed still further, thus resulting in a decline in earnings.” 

“* * * Operating charges for 1952 * * * rose to * * * 15 percent over 1951. 
The proportionately greater increase in costs is attributable to several factors, 
the principal ones being the prolonged strike which shut down the refiniery and 
chemical plant at Houston for 75 days, increases in salaries and wages, higher 
material costs, and the heavy drilling program.” 

“* * * it is desirable from time to time to emphasize the great increase in the 
cost of new construction and rehabilitation that has occurred in recent years. 
For example, the provisions in 1952 for depreciation, depletion, amortization, and 
other writeoffs were $138,562,000, or only 67 percent of the capital expenditures 
incurred in the year.” 

“At the year end the number of employees on the payroll was * * * 7 
percent more than at the end of the preceding year. The total amount of wages 
and salaries paid during the year rose * * * 12 percent over 1951, largely 
because of the wage and salary increases granted during the year.” 


SUN OIL Co. 


“Financial results show highest total gross operating income in company’s 
history, but net income dropped below record total of 1951.” 

“Another disappointment was a decrease at the year’s end of approximately 
3 million barrels in gross crude-oil reserves, including natural-gas liquids. This 
figure was approximately twice our increased production for the year. This 
drop in Sun's recorded proved reserves occurred in a year when greatly increased 
efforts were made to discover new oil in order to bring into better balance the 
company’s production and the requirements of its refineries.” 

“Our exploratory experience last year affords an example of the risks and 
hazards constantly facing those who seek new oil resources. It is a refutation 
of those who would give the false impression that lucrative results can be easily 
achieved.” 
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“One cause of constant concern to us is the increasing cost encountered in 
drilling wells. Not only are costs rising as a result of the greater depth of 
wells, but of the fact that virtually all items of investment and expense in 
connection with drilling operations have increased steadily over recent years. 
Our wells drilled along the Texas and Louisiana coastline in 1952 cost approxi- 
mately 16 percent more per foot to drill than equivalent wells completed in 
1951 * * *.” 

SUNRAY OIL CORP, 


“Operating costs have increased out of proportion to selling prices of com- 
modities. Payroll rates were increased an average of 744 percent during the 
year. With increased expenses and ceiling prices on both crude oil and manu- 
factured products, the entire industry is faced with a situation requiring either 
a reduction in taxes or increased selling prices to obtain normal profits. Sunray 
has never sought to avoid paying its fair share of national and local taxes. 
However, it is our duty to point out that the company’s combined total of taxes 
for 1952 virtually equals the dividends paid to shareholders. A reduction in 
the national tax burden for industry and individual alike would seem imperative 
in the not too distant future.” 


TEXAS AND PACIFIC COAL & OIL CO. 


“* * * The increase in gross income * * * was offset by increased cost in- 
cluding * * * inerease in dry-hole expense resulting from the expanded wildcat 
program * * *,” 

THE TEXAS CO. 


“The last general crude-oil price increase in the United States occurred in 
December 1947. Since then the wholesale price index of all commodities other 
than farm products and foods, compiled by the United States Bureau of Labor 
Statistics, has increased approximately 12.5 percent. However, the increase in 
the cost of finding and developing new crude-oil reserves to replace withdrawals 
has far exceeded the increase in the commodity index. This is due not only to 
advances in Jabor and material costs but also to deeper drilling and to a lower 
percentage of successful wells. The inflationary trend in other operating costs 
also continues. In our opinion, the industry is approaching the time when a 
higher price for crude oil will be necessary to prevent a decline in the Nation’s 
reserves.” 

“* * * net earnings from domestic operations were lower than in 1951. This 
decline in domestic earnings was, for the most part, due to the continued upward 
trend in operating costs and expenses without compensatory increases in market 
prices of crude-oil and petroleum products. * * *” 


UNION OIL CO. OF CALIFORNIA 


“* * * earnings before income taxes decreased * * * from 1951 to 1952. This 
decrease is attributable mainly to the higher cost of labor, services, materials, 
and equipment. * * * The average hourly wage rates for petroleum production 
and refining in 1952 were 23 percent higher than the 1948 averages, and the whole- 
sule commodity price index (excluding farm products and food), which is one 
measure of material and equipment costs, is up 9.6 percent. Yet crude oil and 
refined product prices remained frozen at levels which, on the average, are below 
those of 1948.” 

“Because of inequitable price and wage controls, high taxes, and the lack of 
recognition, either for accounting or income-tax purposes, of the inflated cost of 
replacing facilities as compared with older and lower historical costs, it has been 
increasingly difficult to generate sufficient funds from operations for essential 
expansion and replacements. Therefore, in order to provide the additional 
money necessary to finance the capital additions being made, in May 1952 the 
company sold $35 million of its 344-percent convertible debentures, which mature 
on May 1, 1972. * * *” 

“Indicative of the high costs involved in the finding of new oil or gas fields is 
the fact that, in addition to the several dry shallow wells drilled in this area, 
17 unsuccessful deep tests, 12 of which the company participated in, had been 
made before the discovery well was brought in on this prospect.” 

“As the prices which an industry or a company must pay for essential com- 
modities rise, as wage rates are increased, and as other costs go up, the price 
which the ultimate consumer pays must also increase, for a company has no major 
source of income other than its customers. The completely unrealistic price 
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controls on petroleum made it difficult, if not impossible, for a company to main- 
tain net earnings at an adequate level based on capital invested. 

“By itself such a condition presents serious obstacles to industry’s efforts to 
enlarge productive facilities in order to provide the goods and services needed by 
this country in both peace and war. When combined with the crippling tax 
burden now borne by industry and the individual taxpayer, the job of continuing 
to increase production becomes impossible of accomplishment. 

“Unfortunately, during the past several years the harmful effect of such regu 
lations and taxes upon the availability of capital for industrial expansion either 
has not been recognized or has been ignored. In view of the continually growing 
demand for petroleum products, the capital requirements of Union Oil Co. and 
others in the tndustry must be a matter of interest to those concerned with the 
productivity and strength of the Nation, The unrealistic price ceiling existing 
in 1952 and the punitive corporate-tax rate made it impossible to generate inter- 
nally sufficient funds for the company to keep pace with the growing demands. 
Likewise, such restrictions provide less and iess incentive for the individual to 
risk his funds in corporate enterprises.” 


TaBLE 1.—Principal factors of increased income, activities, and costs in the 
jinding, developing, and producing of crude petroleum and natural-gas liquids 
in the year 1952 compared with the average of the 3-year period 1947-49 


Average per Index of 1952 
Iteme period, 1952 factors 
1947-49 (1947-49= 100 


INCOME FACTORS 


Average price of crude petroleum (per barrel). .-. ona 
Production of crude petroleum and natural-gas liquids 
(M b. d.)!.... dse< 


EXPENSE AND COST FACTORS 


Wells drilled (number of wells): 
Exploratory. --.. ; . }, 930 11, 066 
Development j a , 265 34, 819 


Total wells. ¥ 37, 195 45, 885 
Dry . ‘. , 529 17, 759 
Productive hoda 25, 666 28, 126 


Footage drilled (thousand feet):? 
Exploratory poss bi 28, 547 50, 953 
Development 100, 834 135, 447 | 


Total wells_.......-..--- ‘ 129, 381 186, 400 
Dry bdeoud . 40, 276 70, 730 
Productive... 89, 105 115, 670 


Average number of feet drilled per thousand barrels produced 3} 63. 05 74.15 


Average depth of wells drilled (in feet per well):? 
Exploratory ......--- 119 | 4, 604 | 
Development — base » 3, 33% 3, 890 

Total wells. ...- = 3, 4 4, 062 | 
Dry ; b | 3,493 | 3, 983 
Productive 3, 4,113 | 

Percentage dry wells to total drilled during period * ‘ 38. 70 | 

Percentage productive wells to total drilled during period 3 BO. OK 61. 30 

Geophysical and core drill crews +... 5 s 50% 734 | 

Wages and salaries: 

Average hourly earnings 5 a ce $1. 639 $2. 084 | 
Total number employed (thousands)®_. 251.3 267.4 
Index of wholesale prices of all commodities except farm prod- 
ucts and foods (1947-49=100) ¢__ 100. 00 113. 20 | 
Composite of wholesale prices for finished steel (per pound) $0. 0385 $0. 0483 
Construction costs index (1947-49 = 100) . 100. 00 126. 30 


PETROLEUM RESERVES FACTORS ’ 


Ratio of total new reserves found to production - ! 1.30 
Reserves found per exploratory foot drilled (barrels 11. 35 
Reserves found per development foot drilled (barrels). f 20.14 


1 Based on Bureau of Mines data. 

2 World Oil. 

* Calculated on foregoing data. 

4 Interstate Oil Compact Commission. 

§ Bureau of Labor Statistics. 

Survey of Current Business, Department of Commerce. 

? Calculations based on API data and previously stated sources. 
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Mr. Brown. The studies of that committee show the substantial 
increases in costs per barrel of crude oil. Taking into account all 
the factors of increased costs, the committee determined that the na- 
tional average additional cost of finding, developing, and producing 
crude petroleum in 1952 was between 75 and 80 cents per barrel over 
the average cost for the period of 1947-49. The recent increase of 
about 25 cents per barrel in the price of crude petroleum is moderate 
in relations to this increase in cost. 

Questions have been raised at this hearing as to how oil companies 
can continue to operate, and even show a profit, if costs have increased 
to the extent indi ‘ated. The explanation for this situation les in 
the peculiarity of the crude-oil-producing industry. 

Replacement operations in the production branch of the oil in- 
dustry are the major and normal operation. Something like 60 cents 
out of every dollar received from the sale of crude oil is spent in the 
search for, and development of, new oil reserves to replace those sold. 
This situation does not apply in any other industry. Through the 
sale of crude oil found and development at relatively low cost many 
years ago, oil companies show in their financial statements a substan- 
tial profit that does not take into account the current cost of replacing 
this oil. It reflects merely inventory appreciation and not real profits. 
The net effect as far as reported profits of oil companies is concerned 
is a serious overstatement of real earnings. 

The steady increase in replacement costs of crude oil will not be 
reflected in the financial statement of oil operators for many years. 
If these increased replacement costs are not reflected in the price of 
oil, however, the industry will be unable to maintain its oil supplies 
and will be in the process of liquidation. In this connection, I would 
like to call the attention of the committee to the excerpts from pub- 
lished annual reports, attached to exhibit III, which reflect the wide- 
spread concern about this problem. 

I hope the committee will have time to go through that, because 
there is a statement of the oil companies to their stockholders as to 
what they were confronted with in their operation. We have set 
out a number of those for the information of the committee. 

During these hearings, there has been a considerable discussion 
of petroleum supply, demand, and inventories as to crude oil and 
refined products. In the case of crude oil, above-ground stocks are 
not a true measure of the industry’s inventory position. 

The supply of crude petroleum is not fully reflected in either the 
rate of production or the stock level at any given time. The supply 
position depends also, and more fundamentally, on the extent of new 
discoveries, proved reserves, and productive capacity. The industry’s 
real inventory of crude oil is in underground reservoirs rather than 
in storage tanks. 

Experience shows that the oil industry maintains a total inventory 
of proved reserves plus above-ground stocks in the range of 10 to 15 
years of supply. As crude oil is withdrawn for this inventory for 
production and consumption, additional quantities are added to this 
total inventory by the discovery and development of new oil reserves. 
The real supply-and-demand position as to crude oil depends on the 
rate of discovery to relation to the rate of use. It is reflected in the 
total proved reserves and above-ground stocks as compared with the 
current demand for crude oil. 
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The following table shows the Nation’s total inventory of crude 
oil and the total crude-oil demand over the past 17 years. 
(The table referred to follows:) 


Crude-oil inventories, Jan. 1 Number of years’ 


a —- ~ - . Total } — 
r | yearly de- 
Under L cematiaeal . » 
ground Above T | mand for | proved Above 
otal | crude oil : 4 ground 
proved ground reserves stocks 
reserves | | | stocks 


Million | Méillion Million Million | 
barrels | barrels barrels barrels | 
1937 13, 063 289 3, 352 | , 288 | 
1938 | 15, 507 | 320 | 5, | , 270 
1939 | +e 291 , 335 | 
1940__. &, 483 25% § , 373 | 
1941... , 025 ‘ 9, 302 | , 472 
1942 5 
1943 
1944 
1945 
1946 
1947 
1948 - . 
1949__. K ‘ , of . 65 el . 
1950_. 24, 649 | 25 24, 902 2, 157 & ‘ 54 
1951 25, 268 2 25, 516 | 2, 419 | 5 | ; 10. 55 
1952... . 27, 468 | 256 27, 724 | 2, 485 | - 05 ; 11.15 
1953... . 27, 961 272 28, 233 2, & . 05 . | 11. 16 
| 


eat beet eet fet fet 
we OWN 


tt bt et 


Source: Proved reserves from American Petroleum Institute. All other data from U. 8. Bureau of Mines 
except years’ supply calculated by IPAA. 


Mr. Brown. You will notice we have been carrying from 10 to 14 
years’ supply. The first figures beginning in 1937 show the under- 


ground reserves, the second column the aboveground stocks, and then 
the total is carried in the third column. It shows that we now have 
some 28,233 million. We have set out opposite that the total demand 
for the year. Then there are the proved reserves, leaving the amount 
of stocks as a very small part, the aboveground stocks, of our total 
inventory, which shows that our current inventory of 11.16 years’ 
supply is not out of line and is pretty well in line with the total expe- 
rience of the industry. 

This table shows that the crude-oil industry’s real inventory posi- 
tion is not high in relation to demand. In fact, as compared with 
prewar years, it is low and should be increased to provide adequate 
reserves for emergency needs. 

The total domestic and export demand for petroleum during 1953 is 
expected to average about 8 million barrels a day. The productive 
capacity of the domestic industry is approximately equal to this de- 
mand. Due to imports of about 1 million barrels daily, the domestic 
industry has a shutin or idle capacity of about 1 million barrels daily. 
Take away these imports through war, expropriation, needs in other 
parts of the world, or any other cause, and this Nation has no reserve 
productive capacity. The balance between this country’s domestic oil 
supply and demand is very close. This fact is well known in industry 
and in Government. 

The vital importance of expanding our Nation’s oil supply is widely 
recognized. The following excerpt from a report of a top defense 
agency shows the concern with regard to our petroleum supplies. This 
report by the Defense Production Administration was dated Septem- 
ber 1952 and released in January 1953. 
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(The excerpt referred to follows :) 


[Excerpt and reprint from Background for Defense] 


EXPANDING Our [INDUSTRIAL MighTt—THE BuILpuP or UNITED STATES INDUSTRIAL 
Capacity—WeE Must Have One-Firra More Om 


The machines of peace and war run on petroleum A program to expand Amer- 
ican industry substantially and keep it operating at top capacity requires con- 
stantly increasing quantities for fuel for lubricants, and for the many chemicals 
that are made from petroleum—everything from toluene for TNT to wax for 
packagings. Greater industrial activity and peak levels of employment demand 
more and more gasoline for airplanes, automobiles, trucks, tractors, and buses, 
and more diesel fuel for locomotives. 

The defense program will by 1953 boost our petroleum needs to some 8,200,000 
barrels a day as contrasted with the 6,800,000 barrels a day used in 1950—a better 
than 20 percent increase. 

If we are to meet the needs, we shall have to drill more wells each year than 
ever before in our history. We shall have to expand the refineries where crude 
petroleum is made into gasoline and fuel oil and the other finished petroleum 
products. We shall have to enlarge our transportation facilities to move the 
crude petroleum to the refineries and the finished products to consumers. 

In 1953 alone the domestic petroleum industry hopes to drill 55,000 wells to 
increase the Nation's ability to produce crude petroleum by about 18 percent 
above the 1950 capacity. Refining capacity will be expanded to keep step so that 
by the end of 1953 the Nation’s refinery capacity should be about 125 billion gal- 
lons anually. Pipelines, tankers, railroad tank cars, barges, and truck transports 
will have to be increased proportionately. 

This expansion calls for huge amounts of critical materials. Some 2,200,000 
tons of steel were allocated for the petroleum program during the third and 
fourth quarters of 1951 combined. Some 2,500,000 tons were allotted for the 
first and second quarters of 1952 combined, and requirements are going up from 
that point. In 1953 nearly 7 million tons of steel, more than 7 million pounds of 
aluminum, and about 40 million pounds of copper will be required for the domes- 
tic petroleum industry if expansion goals are to be met. 

They conclude with this: 

“In our homes, our industry, our transportation, and our defense * * * we 
depend upon petroleum products to provide well over half the heat and energy 
needed to support our social and economic structure.” 


Mr. Brown. We have reproduced that page from the report, to- 
gether with the two covering pages, so that we would be sure of carry- 
ing faithfully just what the department said. 

1 would like to read their own language: 


The machines of peace and war run on petroleum. A program to expand 
American industry substantially and keep it operating at top capacity requires 
constantly increasing quantities for fuel, for lubricants, and for the many 
chemicals that are made from petroleum—everything from toluene for TNT to 
wax for packagings. Greater industrial activity and peak levels of employment 
demand more and more gasoline for airplanes, automobiles, trucks, tractors, and 
buses, and more diesel fuel for locomotives. 

The defense program will by 1953 boost our petroleum needs to some 8.2 million 
barrels a day as contrasted with the 6.8 million barrels a day used in 1950—a 
better than 20 percent increase. 

If we are to meet the needs, we shall have to drill more wells each year than 
ever before in our history. We shall have to expand the refineries where crude 
petroleum is made into gasoline and fuel oil and the other finished petroleum 
products. We shall have to enlarge our transportation facilities to move the 
crude petroleum to the refineries and the finished products to consumers. 

In 1953 alone the domestic petroleum industry hopes to drill 55,000 wells to 
increase the Nation’s ability to produce crude petroleum by about 18 percent above 
the 1950 capacity. Refining capacity will be expanded to keep step so that by 
the end of 1953 the Nation’s refinery capacity should be about 125 billion galions 
annually. Pipelines, tankers, railroad tank cars, barges, and truck transports 
will have to be increased proportionately. 

This expansion calls for huge amounts of critical materials. Some 2.2 million 
tons of steel were allocated for the petroleum program during the third and 
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fourth quarters of 1951 combined. Some 2.5 million tons were allotted for the 
first and second quarters of 1952 combined, and requirements are going up from 
that point. In 1953 nearly 7 million tons of steel, more than 7 million pounds ot 
aluminum, and about 40 million pounds of copper will be required for the 
domestic petroleum industry if expansion goals are to be met. 


They conclude with this: 


In our homes, our industry, our transportation, and our defense * * * we 
depend upon petroleum products to provide well over half the heat and energy 
needed to support our social and economic structure. 

I quote from that to show the problems that the producers had 
before them. 

If the petroleum-producing industry is to enlarge its activities and 
operations in keeping with national oil needs, there must be a con- 
tinuing expansion of oil exploration and development within the 
United States. It is an unfortune fact that drilling activity in this 
country is inadequate to meet these requirements. Defense authori- 
ties have called upon the industry to increase its drilling operations 
far beyond present levels. Experience clearly demonstrates that the 
industry is capable of this expansion, given adequate materials and 
a proper economic climate. 

The extent of oil exploration and development historically has been 
closely related to the income available to the oil producers. The 
income of the industry depends on sufficient market outlets and an 
adequate price. The number of wells drilled in the United States 
follows closely the total value of crude oil produced. An increase in 
the value of o11 produced, whether due to increased market or improved 
price, stimulates discovery and development of new reserves. Drill- 
ing activity, therefore, is related to both the production rate and the 
price, the two increments of total income. This relationship results 
in a simple formula: The more oil and the more drilling required, the 
more income needed, The following chart, showing this basic rela- 
tionship, was prepared by our association in March 1952. It covers 
the history of the industry from 1945 and through 1951 and includes 
a forecast for the years 1952 and 1953 based on the drilling program 
of the Petroleum Administration for Defense. 

(The chart referred to follows :) 

Mr. Brown. That chart, as I say, was made up in 1952. Since that 
time we have had some experience. If you will run your pencil on 
the first dotted line in the first shaded part, across paralleling the dot- 
ted line above, you will notice the 46,000 wells we drilled, a little over 
46,000 wells, show a parallel with our estimated income, and that we 
must continue to increase that income if we increase our drilling at 
the rate it should be. 

I think that chart is worth studying very carefully. The chart 
shown is not an exact measurement of future requirements. It is a 
projection of industry experience. It indicates more funds required 
to accomplish the needed expansion and these funds must come from 
larger volume or increased price, or both. The forecast, prepared 
more than a year ago, has been substantiated by experience. The in- 
dustry has not had sufficient funds and has been unable to accomplish 
the defense goals. 

In other words, in 1950 the defense goal was some 50,000 wells and 
we only drilled some 46,000, Price is a matter over which the domes- 
tic producer has no control as he does not fix the price received for 
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WELLS DRILLED INCOME 
PER YEAR PER YEAR 
(THOUSANDS) (BILLION DOLLARS) 
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TOTAL INCOME FROM SILA Spotting 
CRUDE OIL PRODUCTION prices 


* 
TOTAL WELLS DRILLED 


i | Program 


Tote! wells per yeor 


Tote! income trom Crude Oi! Production 
Estimeted income besed on Feb. 1952 prices _ ¥5,940,000,000 %6,250,000,000 
Estimated minimum income required®.....%6,910,000,000 $8,000,000,000 


Total U.S Crude Oil Production 
Totol borrals pet JOOP ne nwne 2,320,000,000 2,440,000,000 


Average Price Per Borrel 
Price os of February /952 $2.56 $256 
Estimeted minimum price required ® 


20 

1945 ‘46 ‘47 ‘5! 
his product. That is the function of a competitive economy. What- 
ever it takes to accomplish the defense expansion should be done. 
Competition in an industry of adequate supply will avoid unreason- 
able prices. 

The industry must have adequate materials, sufficient manpower 
and the freedom to make competitive adjustments through which the 
funds required for expansion are generated. With this problem, the 
industry has a history of accomplishment and experience in making 
needed price adjustments to increase supply restrained by the forces 
of competition within the industry. Operating under this system, the 
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domestic oil producing industry has never failed to provide ample 
supplies for all needs at reasonable prices. 

The recent increase in crude oil prices is fully justified by any stand- 
ard that can be applied. It is essential to the future welfare of the 
oil-consuming public and our national security which depends, in 
such large measure, upon the assurance of increasing an ample sup- 
plies of petroleum and its products. 

Mr. Chairman, that concludes my statement. 

The CHArrman. Are there any questions, gentlemen ? 

Mr. Petry. Mr. Chairman? 

The Cuamman. Mr. Pelly? 

Mr. Petty. Mr. Brown, in your testimony you noted that the cost 
per barrel of oil had gone up, as I recall, from the period 1947 to 1949, 
to date, to 1953, some 75 to 80 cents a barrel. 

Mr. Brown. That is right. 

Mr. Petty. During that same period, has there been any processes, 
catalytic processes, which increased the return on a barrel of oil? I 
know that the production of gasoline from one barrel of oil is up about 
a third over what it used to be. But what period represents that? 

Mr. Brown. Whatever that is does not come to the producer. Our 
entire income comes from the sale of the crude oil. So whatever ad- 
vantage they have, that is in the matter of refined product prices. 

Mr. Peuiy. I agree with you, but I think it is more valuable to the 
person who buys if they can get, say 14 more gallons of gas out of a 
barrel of oil than they could previously. Then it is worth that much 
more. 

Mr. Brown. Yes. And also I think the refiners have been able to 
increase the value, I mean the performance of a gallon of gasoline 
has been increased considerably. That is right. 

Mr. Pexiy. Do you happen to know when the new processes were 
brought into the refining industry ? 

Mr. Brown. I think that has been rather gradual. It has been 
more pronounced, I would say, within the past 10 years. But it has 
been a gradual development of it. They have made some considerable 
advances, yes, in the technical production. 

Mr. Petty. Mr. Brown, I have been concerned from the testimony 
in my own mind as to the amount that should go into the expansion, 
and finding new sources of oil, which should come from the investor, 
venture capital, as against the consumer. In other words, the testi- 
mony that we have heard before this committee has indicated the 
great need for funds to expand, and the thought that that probably 
should come out of the sale of the product. I have thought that 
possibly if some of the companies had paid a larger share of their 
earnings out in dividends that they would have found a much more 
ready market for funds, either in the way of new stock or some other 
way. I think the testimony has indicated to me that maybe the con- 
sumer is thinking that. 

Mr. Brown. I think that is true, if they were paying higher divi- 
dends they would attract new capital. But they are confronted with 
the problem of staying in business, and they have to plow it back in 
or they will go out of business. 

Mr. Petty. The whole market for the product has gone up so, and 
our whole need for petroleum products, that there does not seem to be 
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enough capital in the existing companies to provide for that expan- 
sion, unless a great deal comes out of either profits or revenues. All 
the oil companies have had to hold back a great deal of their profits; 
that is, instead of paying them to their stockholders, to expand. I 
don’t know what is fair. 

Mr. Brown. I guess they are confronted with the difficulty there 
that if they pay out too much in dividends they will weaken their 
company’s position. I know that is what would happen in a pro- 
ducing company. If we did not continually find more oil we would 
be just liquidating our company. I don’t know how that applies as 
to refining and marketing, but know in the production we have to 
spend an awful lot of our money to find more oil. So we have to 
encourage, as you say, the risk capital as much as we can; that is true, 
But to get that we have to show that we are operating on a sound basis 
and are staying in business. Nobody is going to come in and buy 
our stock if we are not finding new oil. 

Mr. Pexty. What you are trying to say is that your depletion allow- 
ance is not sufficient to provide for getting new sources of oil? 

Mr. Brown. I think that is true, yes. 

Mr. Prity. And therefore, by raising the price you are turning to 
the consumer to provide funds for that purpose: is that right ? 

Mr. Brown. I think you would have to. You would have to get 
it from some source. When you get a dollar, the amount you can 
retain, either in taxes or in profits is what you get to go back in to 
find more. 

Mr. Petty. My perplexity is whether you should turn to the in- 
vestor and get more venture capital. 

Mr. Brown. We try constantly to go to the investor, and we find 
we are having to borrow more money now than we have generally. 
We would like to get more investment, but the only way you can get 
an investor is when he sees a chance of a return. There is a hazard 
in the operation of the production that discourages the normal in- 
vestor. So we have to encourage the fellow that knows the oil industry, 
and who has stock in there, to be willing to put more of his stock money 
back into it to find more oil. He is likely more familiar with the 
hazards we take than some stranger outside. 

Mr. Petry. I have not seen any of the profit and loss statements of 
witnesses that we have heard so far that would discourage anybody 
from investing when they show earnings up to, say, 12 or 15 percent. 
But they have not been getting much in the way of dividends. 

Mr. Brown. It may sound strange if that fact is developed, but 
money is pretty smart as a rule. I mean it is held by pretty smart 
people. My experience is if there is some place where that money 
brings a big return, it will flow into that industry pretty fast. If this 
was an industry that was making a lot of money through any process, 
through its depletion or through any other, then capital would be flow- 
ing into this and out of other industries. We do not find that is the 
experience. 

Mr. Peruy. I think we are concerned about the consumer having to 
provide that. 

Mr. Brown. I appreciate that, and of course that is the concern of 
all of us. We can not stay in business if we do not please the consumer 
eventually, because he is our ballot box, if you know what I mean. 
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Mr. DerountaNn. Will the gentleman yield ‘ 

Mr. Petry. Yes. 

Mr. Deroun1An. Mr. Brown, you state you want to please the con- 
sumer or else you would be out of business. What could the consumer 
do if he did not want to pay your price? 

Mr. Brown. I think the thing he wants most is an assured supply. 
Then he can determine whether he can afford to buy. But he certainly 
would not be in a very favorable position if he were not getting the 
supply. So he must recognize that when he goes to buy anything he 
has to pay enough for that to justify its production. I think we all 
recognize that. We cannot just produce to please the consumer, as 
much as we want to, unless we have money with which to do it. We 
have to get the money to maintain our business. 

Mr. Deroun1An. How long do you think these price increases can 
continue without jeopardizing the consumer to the point where some- 
body will come up with something to replace business and then you 
will all be out of business ? 

Mr. Brown. That is a constant concern of ours, that we do not price 
ourselves out of the market. I do not think there is anything in our 
industry that would show that. Here is an industry that has gone 
alonge for 5 years when everything else was going up, and did not 
increase a nickel. That would not reflect a very bad record when 
everybody was paying more. I pay more for my toothpaste and almost 
everything I buy, even reading papers, and so on, than I ever did 
before. And yet the industry that is producing oil did not get a nickel 
of it for 5 years. 

Mr. Petry. The argument that the depletion allowance is not 
sufficient to replace the reserves of oils that you need would indicate 
that, to me at least, some remedy or relief should come from that 
source rather than from the consumer. 

Mr. Brown. That isa matter for a legislative thinking that I am not 
sure I have a very sound opinion on. I know this, that whatever we 
keep out and don’t have to pay out in a tax is that much more available 
for our use. Depletion is in every business operation in some form 
or other. In some cases it is depreciation and sometimes depletion. 
Our present structure is one that has been in there for 26 or 28 years. 
It is kind of a base from which we operated. If you cut that, you 
would have to raise your price. If you increase the depletion, I think 
you could have a lower price. But, you see, we don’t do that. That is 
a legislative program. We agree with you that if we had a larger 
depletion we would have less need for price. 

Mr. Pretty. You would have to justify any change in the deple- 
tion rate on the basis of experience. 

Mr. Brown. That is right. 

Mr. Periy. You tell us your experience is such that you should 
have more, and if you could justify that statement maybe you could 
get it. 

Mr. Brown. I think we have much evidence to justify a larger 
allowance. 

Mr. Petxy. This investigation of the recent price increase has been 
very revealing to me because it has shown that the entire world has 
been affected by it. In Europe the refineries have raised their price 
of gas, even though in general their sources of petroleum have not 
increased prices. 
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The price increase in crude in this country is a very serious thing 
in the way of inflation and the general effect on the economy of the 
world. 

Mr. Brown. That is true, and that is true of all of our eee I 
mean, steel prices affect everybody in the world. It has affected us 
very seriously for years. We have been able to get no relief from 
it. There have been several increases in steel, which we use very 
greatly, but we could not do anything about it. 

Europe, of course, in many places has almost priced itself out of 
gasoline in the market, because the prices there run as high as 75 
cents a gallon. Those prices just scare you to death. They would 
me, if I was driving there. I would hate to see it happen here. 

Mr. Petry. If you felt that all of the normal pressures of the law 
of supply and demand and free market existed, then you would not 
be so concerned. But sometimes when you realize there are tre- 
mendous sources of oil, foreign sources, that could come in, maybe, 
and affect prices here, our own conservation methods that affect it, it 
just makes one stop and think. 

Mr. Brown. Our conservation methods have been a very valuable 
contribution to the consumer. They have provided more oil than 
we ever could have hoped to get if they had not applied. 

Mr. Petry. I notice that all of the producers in this country, par- 
ticularly in certain areas, seem to feel that way very steongly. 

Mr. Brown. I think that is easily established. Besides, it recog- 
nizes the peculiarities of oil production. It is entirely different to 
anything else. If we did not have conservation laws that were pretty 
well established in the courts, some one man might very well go out 
and get all of our oil out of the adjoining pr operty, because of the 
fugacious character of the oil, it flows around. It will move from 
under one property to another. So sometimes the courts and the law- 
making bodies had to step in and they did it through the conserva- 
tion laws. I think it has been very helpful. 

Mr. Petxiy. Thank you. 

The Cuatmman. Mr. Rogers. 

Mr. Rocrrs. Mr. Brown, I just want to compliment you on the 
statement you have made to the committee. It shows you have 
really made a study of it and have obtained a lot of information. 
I have 2 or 3 questions I wish to ask you. 

What is the proportion of increase in the price of crude oil as 
compared to other materials that you have to use, like steel, mag- 
nesium, and other materials? Have you figured that? 

Mr. Brown. This last increase was something like 10 percent, as 
to oil. 

Mr. Rogers. Is that to all of the materials? 

Mr. Brown. As te oil. And our other materials run about 40 
percent, those that we are using. 

Mr. Rogers. I notice in your statement you say, speaking of the 
expansion, this expansion calls for huge amounts of critical materials. 
Some 2,300,000 tons of steel were allocated for the petroleum program 
during the third and fourth quarters of 1951 combined. Some 
2,500,000 tons were allocated from the first and second quarters of 
1952 combined, and the requirements are going up from that point. 
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In 1953, nearly 7 million tons of steel, more than 7 million pounds 
of aluminum, and about 40,000 pounds of copper will be required for 
the domestic petroleum industry if the expansion goals are to be made. 

What increase in cost in these materials would there be as compared 
to the small increase of 25 cents per barrel on petroleum ¢ 

Mr. Brown. Of course, those items on the whole have gone up be- 
tween 30 and 40 percent in cost. So with the increased volume, it en- 
ters very substantially into our production, if that is what you are 
talking about. Our present price increase is only a fourth, we will say, 
of the increase of products we use. 

Mr. Rocers. In other words, it is your contention that the increase 
in the price of crude oil has not been commensurate with the increase 
in all other materials? 

Mr. Brown. That is true. 

Mr. Rogers. Including labor ? 

Mr. Brown. That is right. 

Mr. Priest. Will the gentleman from Florida yield for one 
question ¢ 

Mr. Rogers. Yes. 

Mr. Priest. Mr. Brown, I notice exhibit A, which is a report on 
cost studies. There is, I believe, a figure applying to Humble Oil 
& Refining Co. But I wanted to check with you as to how that figure 
might be representative of the industry asa whole. The figure I have 
in mind is a cost of 36.4 percent of total drilling costs went for dry 
holes. That is for that one company alone. Is that a rather average 
figure for the industry as a whole, or is it higher or lower? 

Mr. Brown. I would say that that is very representative except that 
that is an unusually capably operated concern. I would say that the 
average would be higher than theirs. 

Mr. Priest. Than the 36.4? 

Mr. Brown. That is right. 

Mr. Priest. I thank the gentleman from Florida for yielding. 

The CHarmrman. Mr. Schenck? 

Mr. Scnencx. Mr. Brown, I have just a couple of short questions. 
We have been hearing a lot about the possibility of production of oil 
from offshore submerged lands. It is more expensive to produce oil 
from that kind of an area? 

Mr. Brown. Yes. It will be considerably more expensive. The 
compensating value may turn up—we have not had enough experi- 
ence yet to say—the compensating feature of that may be that we will 
find it in volume that will compensate for the expense of per well cost. 
But so far, our experience has been that that is more eet even 
per barrel or on any basis we use, than the onshore development. 

Mr. Scuenck. Is it more difficult to locate? 

Mr. Brown. It is more difficult to locate, and it is certainly more 
difficult to operate, as you can appreciate drilling out in water where 
the waves are heavy and storms are great. 

Mr. Scuencx. Have you had any studies which indicated that 
there is more or less oil seaward from the historic boundary? 

Mr. Brown. Our general conclusions on that are that there is 
nothing to indicate any more, or probably any less. It is just a 
formation that was created before the water was put there, and the 
water has nothing to do with it. I would say that about the best 
way to picture that in your own mind would be to take a map of 
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the surrounding country and take a similar map and fold it over, 
and you would probably find as much oil out in the water as you 
found inshore. Do you see what I mean? I think that is about 
the best way to appraise that. There is nothing to indicate the 
presence of more oil out there than there was in the interior. 

Mr. Scuencx. Have your studies indicated that the production 
or securing of oil from those areas, seaward, is important enough 
to spend some time, effort, and money in developing? 

Mr. Brown. I don’t think there is any doubt about that. In my 
judgment, the nation that controls the oil supply sufficient and ade- 
quate to its requirements is the nation that will succeed in the next 
foreseeable future. Therefore, what expense is necessary ought to 
be expected and contemplated because it is very small in comparison 
with the value we get out of it in the increment in our industrial 
activity and our security. 

Mr. Scuenck. So you would feel that the development of those 
areas is a necessary thing from our point of view, both economic and 
defensively ¢ 

Mr. Brown. By all means I would say so, sir. 

Mr. Scuzenck. Now, Mr. Brown, Mr. Rogers asked a question along 
the lines of percentage of increase of crude oil as compared to the 
percentage of increase of other items that go into the production 
of oil. You indicated the percentage increase of crude oil was about 
10 percent and the other was about 30 to 40 percent. 

Mr. Brown. That is right. 

Mr. Scuencx. Is that difference in percentage offset by the total 
dollar value of the oil produced ¢ 

Mr. Brown. I am not sure that I quite understand that. 

Mr. Scuencx. You produced a certain volume of crude oil at an 
increase of 25 cents per barrel. Does that 10-percent increase in the 
value of crude oil more than offset or less than offset the 30 or 40 
percent increase in the steel and other things you have to use? 

Mr. Brown. So far it has less than offset. But volume has a lot 
to do with it. What we need is the volume of money. 

Mr. Scuenck. Thank you very much. I think you should be very 
highly complimented and commended on this very complete report. 

Thank you very much, Mr. Chairman. 

Mr. Harris. Mr. Chairman? 

The Cuarrman. Mr. Harris. 

Mr. Harris. Mr. Brown, I too want to compliment you on the 
very fine statement you have made, and the splendid exhibits which 
you have included in your statement, which give, I think, a very true 
picture of the problem. I did want to comment on one problem that 
my colleague, Mr. Pelly, brought up a moment ago, and that is with 
reference to advancement in techniques in refining crude oil. As I 
understood, you might not be able to obtain more of one product 
than another out of a barrel of oil, which would give to the re- 
fineries additional return. The fact is, refiners can, to a certain 
degree, reduce or increase the product they get out of a barrel of 
erude oil in accordance with the demands they have for their par- 
ticular product, is that right? 

Mr. Brown. That is right. 

Mr. Harris. For instance, they may have a greater demand for 
gasoline this week than they would have for some other products, 
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and they would adjust their refining runs or cuts to meet that demand. 

Mr. Brown. That is often done. 

Mr. Harris. Maybe at another time they would have a greater de- 
mand for some other product, residuals, for instance, or maybe certain 
oils, and certain other products. So the refineries must readjust their 
operation so they get out of a barrel of oil, insofar as possible, that 
product that meets their requirements; that is, the demands they 
have for the particular product, 

Mr. Brown. That is right. They can do that. 

Mr. Petiy. I appreciate my colleague’s point. He is always giving 
me a good education on some matter that comes before this committee. 

Mr. Harris. Mr. Chairman, that is all, thank you. 

Mr. Hate (presiding). Mr. Heselton? 

Mr. Heserron. Mr. Brown, now that we have the tidelands issue 
into the hearing, do you think the added cost of drilling in the tide- 
iands may have been an added factor in deciding to increase the price 
of the products? 

Mr. Brown. I don’t think so. 

Mr. Hesevron. You do not, 

Mr. Brown. No. 

Mr. Hesevron. You are not sure of it? 

Mr. Brown. No. 

Mr. Hexsexron. I notice in your statement that you made this rather 
interesting observation: “Price is a matter over which the domestic 
producer en no control, as he does not fix the price received for his 
product,” 

What makes him so helpless about all of that? 

Mr. Brown. He is entirely dependent upon a market outlet, and 
he cannot hold his oil unless he just closes down his wells. 

Mr. Hesevron. He fixes it in the first instance, does he not? 

Mr. Brown. No. 

Mr. Heseiron. Who does? 

Mr. Brown. The fellow that buys it. 

Mr. Heseiton. The fellow that buys fixes it? That would be very 
interesting news to the purchasers of crude oil. 

Mr. Brown. Our oil is sold on a posted price base at the well. 

Mr. Hesevron, Then you also said “Taking into account all the 
factors of increased costs, the committee—” and that is the cost study 
committee of the IPAA—“determined that the national average ad- 
ditional cost of finding, developing, and producing crude petroleum 
in 1952 was between 70 and 80 cents per barrel over the period 1947— 
49.” Then you say, “The recent increase of about 25 cents per barrel 
in the price of crude petroleum is moderate in relation to this increase 
in cost.” 

Do you mean to suggest that the price will be increased, again, and 
probably in the area of up to 75 or 80 cents? 

Mr. Brown. I don’t think that necessarily follows. As I have 
pointed out all through my statement, our operations are dependent 
upon the total volume of money we get, and we get that money in 
two ways, one in the price per barrel and the other in the volume of 
barrels sold, It might be there are compensating factors in there 
that time only will tell. That is why I think price adjustments ought 
te come along gradually until you find price is performing its pro- 
duction and then it can stop. That has been the history in production. 





600 PETROLEUM STUDY 


Mr. Hesevron. We have had some testimony, and I think you have 
confirmed it, that the basic question now is whether this increase will 
stick, to use the language of the witnesses. In some instances appar- 
ently it has not stuck. It has been decreased. Have you any personal 
opinion as to whether this in the overall will stick? 

Mr. Brown. I would say that every economic and security factor 
that could be involved in this would say that it would stick. I know 
of no reason why it should not stick. 

Mr. Hesetton. Apparently Atlantic, up in Pennsylvania and Dela- 
ware, disagree with you on one phase of it, anyway. 

Mr. Brown. We have disagreed in the past, and might again. 

Mr. Heseiron. I have here a short quotation from the Middle 
States Petroleum Corp. I think you will find that you quoted their 
annual statement in your exhibit. It is to this effect: “There appears 
the first evidence that these added costs are being absorbed and com- 
pensated for by increasing production, earnings and reserves.” 

Is that an extraordinary position for one of the companies to take? 

Mr. Brown. No, they may have had some peculiar—that is why I 
say you have to take this industrywide, because some one company 
may be fortunate in their discovery or in a production program so 
that their added costs are very quickly absorbed, because of their 
added volume. That is why I say we get our money in two ways: 
One company may get it all out of unit price and the other cannot 

et any additional volume because he cannot increase his volume. 

hey may have been in that position. It could be. 

Mr. Hesetron. By the way, did you supply the tariff commission 
with data on costs of producing oil in its hearings in 1951? 

Mr. Brown. I think we did. 

Mr. Hesetton. Could that be made available to the committee ? 

Mr. Brown. Whatever we have we will be glad to give you, I am 
sure. 

Mr. Hesetron. I have been interested in reading your testimony 
of last May 11 before the House Ways and Means Committee. On 
page 932 of the printed hearings, you said this: 

Apart from the security considerations, we question the wisdom of a policy 
under which a larger and larger part of the oil supply for the American public 
would be under the control of a few worldwide companies. No one should be 
misled into believing that reliance on a few companies rather than a competi- 
tive domestic industry will mean lower prices to the consumer. 

You then cite some figures to the effect that while residual fuel oil 

rices may have gone down, gasoline and home heating oil in the New 

ork market, where there have been these heavy imports, have gone 
up, and say: 

It is obvious from these figures that the large increase in imports has not 
benefited the average motorist and homeowner. In fact, one of the largest im- 
porting companies recently attempted to increase gasoline prices in New York 
and New England still further. In the long run, the consumer will suffer as 
he always does when supply is controlled by a few. 

Will you tell us what you meant by your statement: “The supply is 
controlled by a few”? 

Mr. Brown. What I was pointing out there was the danger of rely- 
ing upon imports. The total imports are in the hands, we will say, 
of about seven companies. They own about 95 percent of it. I just 
don’t believe it is good government to require consumers to be entirely 
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dependent upon a group that is capable of being closely organized. 
Whether they are or not, I don’t know. 

Mr. Hesevron. Do you mean Standard Oil of New Jersey, Socony- 
Vacuum, Gulf, Standard of California, Texas, Shell, and Royal Dutch 
Shell, and Anglo Iranian? 

Mr. Brown. That is right. 

Mr. Hesevron. Again, on page 934, you said: “Even with voluntary 
action on costs,” that is to control imports, “is it wise and is it good 
government to leave a matter so important to the Nation’s welfare and 
security in the hands of a few people no matter who they may be?” 

Are you referring to the same people, the same companies / 

Mr. Brown. Yes; that is right. 

Mr. Hesevron. On page 939 you had this to say: 

The domestic-oil industry, as well as the States in which oil is produced, are 
now experiencing a very definite type of Federal control. Men in importing com- 
panies supported by men who administer the trade-agreements program, without 
definite rules or regulations, control petroleum imports. This is Federal control 
in the worst and most repugnant form. These men and these imports control 
every program of production and every person or company producing oil in the 
United States. By such power they determine the market outlet and the price 
of every barrel of oil produced in the United States. 

It looks after the 2 weeks of hearings we have had that might be a 
very significant statement as to who actually does set the price of oil. 
Tying it in with what you have just testified to, I assume your conten- 
tion is still that these people set the price of oil. 

Mr. Brown. I think as long as the gates for imports are left wide 
open, with the vast volume of oil there is outside of the United States, 
that those seven companies will determine what we pay for oil here. 

Mr. Hesetron. Who did you mean by the people in the adminis- 
tration ? 

Mr. Brown. I meant the State Department. 

Mr. Hesevron. I would like to get a little more clearly how you 
think they determine the price of every barrel of oil. 

Mr. Brown. Well, by the opening and closing of the valve at the 
port of entry. 

Mr. Hesetron. All right. You testified as to your opinion of the 
effect that the conservation practices administered by the several State 
agencies has on the supply of oil. I think yesterday I noticed a news 
item that the companies had nominated, I think that is the word they 
used, so much oil before the Texas Commission, and that it was sub- 
stantially below the existing level of production. Is that not in the 
same category as your control over imports ? 

Mr. Brown. No, not exactly, because if there is a definite amount 
beyond which they cannot import, then competition sets in in the 
domestic demand for an oil, and all of the little refineries scattered 
throughout the country, and there are many of them, and very helpful 
and very effective, they go in and bid for this oil. But if their market 
is cut off by the threat of too much coming in in hands of their com- 
petitors, then they will not go in and bid for that. 

Mr. Hesevron. Your suggestion is that the supply of oil, wherever 
it comes from, domestically or from imports, should be kept in such 
balance that the price will not be unsettled, that there will not be a 
drop in price. Is that it? 

Mr. Brown. No; I think what I am trying to say there is if we are 
to maintain an industry you cannot maintain an industry by one day 
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having a decent price and the next day dropping clear out, and the 
next day getting an excessive price. You ought to have some reason- 
able base on which the man who invests his money has some reasonable 
assurance of return, or else he will not invest it. That is what I am 
irying to say, that it should not be subject to the fluctuations or whims 
of someone, but should be based on its value and its costs. 

Mr. Hesevton. But when you place that emphasis on the control 
of imports, in terms of price here in this country, and I am using your 
own words, how can you consistently say that the domestic production 
is not primarily 1 related to the market demand without any particular 
reference to international production ? 

Mr. Brown. Well, the domestic production—of course any control 
has some effect on price. I do not think we ought to try to hide that. 
Unless that is justified, then it ought to be criticized. But if it is 
justified on other conditions, then that control would be well sup- 
ported and justified. 

Mr. Heserton. Do you mean, Mr. Brown, that the activities of 
these few concerns determine the price of oil in the United States are 

carried out here in violation of the antitrust laws? 

Mr. Brown. I am not saying that because I don’t know. 

Mr. Hesevron. Would you say that these activities that are carried 
on outside the United States are in contravention of our laws? 

Mr. Brown. I think we have been rather liberal in providing laws 
for our companies working abroad to compete under the conditions of 
other countries. I think we have liberalized our antitrust laws to pro- 
videthat. I would doubt if it does; I don’t know but I would doubt it. 

Mr. Hesevtron. You were quoted in the press, I understand, as hav- 
ing stated on June 15, with reference to the 25-cent advance in crude- 
oil price as follows: “Undoubtedly it will lessen the pressure for 
immediate legislative action on imports.” 

What did you mean by that? 

Mr. Brown. I meant the pressure for limitation of imports was 
based on the economic condition of mgniing either more market out- 
lets or a better price. If a man is on the border where 25 cents would 
put him back so his company could continue to operate, then 
he would quit hollering so much about imports. It seemed a per- 
fectly natural thing to me. I assumed to those fellows if 25 cents 
represented all they needed, they would quit worrying about imports, 
and I think that is true, I think that always happens. 

Mr. Hesexron. In spite of that fact, the bill was reported. 

Mr. Brown. I think there was plenty more to justify that, 

Mr. Hesevron. On July 7, following the testimony in our hearings 
as to the economic effect of lower Middle East crude making .pos- 
sible potentially large imports into this country, you were quoted also 
to the effect that the only recourse left to the domestic operators was 
a “sane restriction on imports.” 

Mr. Brown. That. is correct. 

Mr. Heserton. Why was there a change between June 15 and 
July 74 

Mr. Brown. There wasn’t a change, was there? I didn’t recognize 
that as a change. 

Mr. Hesevtron. Well, first you said that the pressure was let up, 
and then you said you would have to have some sane restrictions on 
imports. 
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Mr. Brown. I said it would be lessened. But I don’t think that is 
the final answer to it. I think the reason it would be lessened is be- 
cause the fellow’s pain was less. His need for money was being better 
compensated for and he naturally would not exercise so much feeling. 
But I think I said that that would not remove the cause. I believe I 
said that right along with the other statement. 

Mr. Heseitron. You may well have, I am not sure. 

Mr. Brown. I think I did. 

Mr. Hesetron. You do not see any significance in the fact the bill 
was reported on the same afternoon that the price went up on Middle 
East crude? 

Mr. Brown. I would doubt if that has any significance. 

Mr. Hesetron. You do not know of any? 

Mr. Brown. No; I don’t know, but I would doubt it. 

Mr. Hesevron. Finally, I would like to have you comment, if you 
have not included it in your exhibits, on this following short excerpt 
from the Sinclair statement: 

Under the new administration elected last November, a substantial reversal 
of Government policy toward business is taking place. The order of the day 
appears to be widespread decontrol and maintenance of minimum controls in 
order that free enterprise shall have maximum opportunity to build a sound 
business economy. The realization of this opportunity is something which a 
substantial portion of business has sought for some time. It must be recog- 
nized, however, the opportunity carries with it grave responsibilities and obli- 
gations, if the new policy is to work under present-day conditions. It is my 
belief that one of the most important factors to be weighed in predicting the 
future is the manner in which it is reasonable to expect these responsibilities 
and obligations will be performed. 

I realize the sincerity with which you presented your statement 
to the committee, and the completeness of it. But can you in your 
own conscience square that price increase with that statement ? 

Mr. Brown. I don’t know what phase of that statement would be 
contrary to it. Where was I making that statement, do you say? 

Mr. Hesetton. I beg your pardon? 

Mr. Brown. What reference did you make to my statement? I 
did not get it all and I would like to turn to it and read it, if I may. 

Mr. Hesevron. I made reference to your statement as being very 
sincere and very complete. 

Mr. Brown. No; where were you quoting? 

Mr. Hesetton. I am quoting an excerpt from what I understand 
to be the annual report of Sinclair. I don’t know whether you in- 
cluded that in your statement or not. 

Mr. Brown. No; that is not in my statement, and I, of course, 
would not be in a position to rationalize some other company’s point 
of view with mine. I think my statement was consistent and sound. 
It may not fit with their thinking. I have no means of reconciling 
them. That is something that they might look at. I can understand 
how they might understand things a little differently than what we 
would, 

Mr. Hesetton. You certainly would not contend, would you, that 
this price increase at this time was a demonstration of the type of 
support that the administration is likely to receive from industry 
as a whole, and therefore to prevent any further inflation and to 
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increase the purchasing power of the dollar, cut out deficits, and so 
many other things? 

Mr. Brown. I can’t see that that is inconsistent with supporting 
good, sound government, because I am quite sure this administration 
or any other would want industry to survive, and they would not 
want to maintain a condition that would destroy one of our basic 
industries. 

Mr. Hesevron. In the last 5 years, has any major element of the 
oil industry gone into bankruptcy ? 

Mr. Brown. None of the majors that I know of; no. 

Mr. Hesextron. Has that been true in the last 20 years? 

Mr. Brown. Well, I don’t know of any major company ever going 
into bankruptcy ; no. 

Mr. Hesetton. That is all, Mr. Chairman. 

Mr. THornperry. Mr. Chairman? 

Mr. Hatz. Mr. Thornberry. 

Mr. THorneerry. He was asking you about major oil companies. 
He didn’t ask you about a lot of the people you represent or the inde- 
pendent producers. I expect you know of a lot of people in the last 
few years who are independent producers who have had a little 
trouble. 

Mr. Brown. There have been quite a few. 

Mr. THorneerry. There always seems to be a confusion here about 
the oil industry as being confined to a certain few companies. I think 
you made it clear here that particularly with reference to the explora- 
tion and production of oil, the industry is dependent a great deal upon 
a great number of people who in no way can compare with major oil 
companies; isn’t that correct ? 

Mr. Brown. That is true. 

Mr. Hesevron. Would the gentleman yield to me on that point? 

Mr. THorneerry. Surely. I will yield to you, Mr. Heselton. 

Mr. Heseiron. I just want to call your attention to the point that 
I quoted from his testimony as to who controls the oil in this country. 

Mr. THornperry. Sure, but if you want to argue about that, Mr. 
Brown explained to you why he made the statement. 

I was very much interested awhile ago in your statement in connec- 
tion with the chart that you introduced into evidence as to what 
happened in the increase in crude-oil prices as related to the increase 
in all other prices, and particularly with reference to what Mr. Pelly 
asked you, and I think it was a very pertinent question. That is 
whether or not the oil industry is depending upon the consumer for 
the attraction of investment capital. From the chart and from the 
figures which you give to support the chart on the next few pages, I 
expect that the oil industry in comparison with the steel industry has 
relied less upon prices received from the consumer than the other 
major industries have. 

Mr. Brown. I think that is true. 

Mr. THornserry. Yesterday a statement was made—an inference 
was made—that the cost to defense was affected materially by the 
increase in crude oil. Of course, since the Defense Department is a 
large purchaser of crude oil, and, as you have indicated, crude oil bein 
important to the national defense, any increase in the price of crude o1 
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will affect national defense. But I would say from the chart and from 
the figures which you have shown here, which are not contradicted any- 
where, that the increase in prices of steel from the time that you indi- 
cate, from 1947 to the present, have very definitely affected the price of 
defense. 

Mr. Brown. That certainly is true. 

Mr. THornperry. And has affected the cost of production of oil. 

Mr. Brown. That is right. 

Mr. Tuornperry. That is all, Mr. Chairman. 

Mr. Haute. Mr. Younger? 

Mr. Youncer. I just have two questions, Mr. Brown. As long as 
they brought in the oil question on the Continental Shelf, have you seen 
any informed opinion expressed anywhere, or heard of an informed 
opinion us to the reserve on the Continental Shelf? 

Mr. Brown. Ina general way. I have never been able to get it down 
where I thought we could rely on it too much, but I have had some 
fairly good informed opinions on it. As to the total I am not sure. 
We do have this, a council report on that very question, which I would 
be very glad to submit to you. That was studied by the National 
Petroleum Council. They ‘show the amount of production we can 
expect during the next 3 years, from offshore, and the possible reserves. 
They don’t go into that specifically, but I think it might be helpful and 
we would be glad to furnish it to you. 

Mr. Youncer. I would like to see that, because a number of times 
people keep talking about $300 billion worth of oil. So far as I know, 
that figure is just taken out of the air somewhere and has no value 
so far as statistics go. 

Mr. Brown. I think you are correct on that. I think the figures 
that were used, some of them, were rather loosely used and I have 
never been able to support them. We will be glad to give you that, 
and I think it might be helpful. 

Mr. Younecer. | think it might be well to include that in the record. 

One other question: You represent the crude-oil producers ? 

Mr. Brown. Some of them. 

Mr. Youncer. Well, some of them. In your opinion, is an increase 
of 25 cents a barrel more advantageous, financially, to just the pro- 
ducer of the crude oil or to the company that is integrated and pro- 
duces oil and refines? 

Mr. Brown. I would say it is more advantageous to the producer. 
This is the first time he has gotten a price increase in years. He is very 
desperately in need of it. I think that goes right directly into his 
company operations. The producer and refiner, “how the refiner will 
realize on any increase will, of course, depend on how his product prices 
reflect that cost. I assume it would reflect that cost in some form. I 
do not know to what extent. 

Mr. Youncer. Well, I was wondering whether possibly a company 
that was integrated and had the refinery and had other stil of 
setting up tax matters might have advantage in a price more than 
would be the advantage to one who just produces and does not have 
the refinery items to possibly include in the tax. 
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Mr. Brown. The mere fact that they have a varied operation 
cushions them sometimes. But I would doubt that any crude price 
such as this they would have any more advantage ‘than the pro- 
ducer would. 

Mr. Youncer. That is all, Mr. Chairman. 

Mr. Hare. Are there any ‘further questions ? 

If there are no further questions, we thank you very much, Mr. 
Brown. We are very glad to have your testimony. 

The committee will stand adjourned. 


(Whereupon, at 12 o’clock noon, the committee was recessed subject 
to call of the Chair.) 





PETROLEUM STUDY 
(Gasoline and Oil Price Increases) 


THURSDAY, JULY 23, 1953 


House or REPRESENTATIVES, 


CoMMITTEE ON INTERSTATE AND Forr1igN CoMMERCE, 
Washington, D.C. 


The committee met at 10 a. m., pursuant to recess, in room 1334, 
House Office Building, Hon. Charles A. Wolverton, chairman of the 
committee, presiding. 

The Cuarrman. The committee will come to order. 

We had invited for appearance yesterday before the committee Mr. 
Sidney A. Swensrud, chairman of the Gulf Oil Corp., to explain the 
reasons which might have prompted that company’s initiating the 
increase in the price of oil in the Middle East. 

I am in receipt of a telegram from Mr. Swensrud expressing regret 
that a prior engagement scheduled in San Francisco on July 22 con- 
flicted with the invitation for his appearance yesterday. Accordingly, 
we will hear from Mr. Swensrud at a later date. I wish to insert his 
telegram in the record at this time. I reads as follows: 


Hon. CHartes A. WOLVERTON, 
Chairman, House Interstate and Foreign Commerce Committee: 


Your telegram of Saturday, July 18 inviting me to appear before your com- 
mittee July 22 was telephoned to me at Los Angeles this morning. Some time ago 
I agreed to address meeting of Security Analysts Society of San Francisco on 
July 22, and in view other scheduled engagements on west coast do not plan return 
Pittsburgh until August 1. Regret it is impossible to accept your invitation to 
appear before your committee on July 22. We considered that our recently 
announced increase in kuwait crude-oil price was fully justified in view of the 
advances in crude-oil prices that had occurred in United States, Venezuela, and 
other producing areas and this price increase will have no effect on our import 
schedules. We followed advance in crude oil and product prices initiated by 
others in the United States which averaged less than 10 percent because we felt 
such advances were fully justified and long overdue in view of long-range supply 
and demand situation in United States, as well as steadily increasing costs in all 
phases of the oil business since the last general increase in oil prices over 5 years 
ago, including particularly the greatly increased cost and great difficulty involved 
in replacing with new discoveries the reserves being drawn from prolific fields 
discovered many years ago. Due to my schedule on west coast, which was ar- 
ranged several weeks ago, it would be very difficult for me to appear before your 
committee before August 1. Would be glad to appear thereafter if you desire, but 
have endeavored to give our views rather fully above, thinking you might prefer 
this to a delayed appearance before your committee, and in the final analysis I 
doubt that I could add much to the information given above. 


S. A. SWENSRUD, 
Chairman of the Board, Gulf Oil Corp. 


The telegram is dated July 20. 

We are also in receipt of a telegram dated July 22 from Walker T. 
Pound, director of conservation, Oklahoma City, Okla., which tele- 
gram will be inserted in the record at this point. 
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(The telegram is as follows :) 
OKLAHOMA CrTy, OKLA., 
July 22, 1953. 
Hon. CHARLES A. WOLVERTON, 
Chairman, House Interstate and Foreign Commerce Committee, 
Washington, D. C.: 

Re your telegram. Regret that it is impossible for me to attend committee 
hearing on July 23. Will however be available at your convenience at a later 
date. Would appreciate advance notice. Oklahoma corporation commissioners 
pursuant to the duties conferred upon them by the Oklahoma constitution and 
applicable statutes establish allowed crude oil production, in open hearing, each 
month pursuant to testimony and in the interest of the preevntion of all types 
of waste and the protection of correlative rights as defined by said statutes. 
Mr. Earl Foster, secretary, Interstate Oil Compact Commission, who served for 10 
years as attorney for the Oil and Gas Conservation Department, Oklahoma Cor- 
poration Commission, will be in attendance at your committee hearing. He is 
hereby authorized to speak for his department and this commission. 

WALKER T. Pounp, Director of Conservation. 

The Cuarrman. We are continuing our inquiry today into whether 
the recent increases in the price of gasoline and oil were warranted, 
by hearing from the chairman of the Texas Railroad Commission, 
Commissioner Ernest O. Thompson. 

Of course, Texas exercises a dominant position in the supply of oil 
in this country by virtue of its production amounting to practically 
one-half of the total which is produced here at home. Control of this 
production is vested by State statute in the Texas Railroad Commis- 
sion. We are interested, accordingly, in how far the action of that 
commission in reducing the amount of oil which might be produced 
in Texas successively each month for the 6 months preceding the time 
the price was increased may have had a bearing on the supply of oil 
in this country and have affected the price of oil. 

It has been my privilege to have acquaintanceship with General 
Thompson over a long period of years. During the course of these 
hearings I have looked for his familiar face in the audience, but it is 
not until today that we have had the privilege of his attendance. 

I have informed the committee that it could not be a real, full in- 
vestigation or study of oil without the appearance of General Thomp- 
son as a witness. On many occasions he has appeared before this com- 
mittee, always willingly, and giving information that was most help- 
ful and worthwhile to the committee. 

We certainly are pleased that on such short notice he accepted our 
invitation to be present and is here today. It is indicative of the 
interest he has always taken in matters that pertain to the oil industry 
of our country. 

General Thompson, we will be pleased to hear from you. 


STATEMENT OF ERNEST 0. THOMPSON, CHAIRMAN, THE TEXAS 
RAILROAD COMMISSION 


Mr. Tuomrson. Mr. Chairman and members of the committee, in 
response to your telegram of last Saturday, requesting me to appear 
before your committee, I am happy to come up here from Texas to 
explain to you how we administer our oil and gas conservation statutes. 

{r. Chairman, I do not have the words to express my gratitude to 
you, sir, for the kind introduction which you have given me. 
associations with you have always been most pleasant, and the wor. 
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of this committee through the years has been one of great joy to me, 
I had the pleasure awhile ago of asking Mr. Layton, your fine clerk 
of the committee, about Mr. Cole, Congressman Cole, who was chair- 
man of the Coie committee. 

Those early days when you took the time to go down into the fields 
and see how the thing was being done or not being done you helped 
us greatly. ‘The very presence of a congressional committee in the 
Texas fields brought to me great encouragement. I will say in all 
candor and with deep gratitude, Mr. Chairman, that I think this 
committee and the Cole committee from the Interstate and Foreign 
Commerce Committee, did more to set conservation on a sound footing 
than anything that was ever done. The patience of the committee 
to me was perfectly amazing. You continued to study the problem, 
always giving the States the impetus and encouragement to go ahead 
and pass good conservation laws. 

I remember the chairman on many occasions telling us to go ahead 
and exert our State sovereign powers and do the job rather than 
having it threatened to be taken over under Federal control. 

So I do here express gratitude to you in the name of our State 
conservation and all of the other conservation officials. Particularly 
the encouragement that this committee gave us in forming the inter- 
state oil compact was very valuable. You gentlemen pointed out to 
us that the compact was a way in which the States anil interchange 
information each with the other, offering a forum where the best ideas 
in conservation could be exchanged, one State with the other. 

I wish to report to you, incidentally, that the compact is furnishing 
just that sort of forum, where we meet and discuss informally each 
with the other how we have gotten along, both our successes and our 
failures. Conservation of oil and gas, ‘gentlemen of the committee, 
has perhaps progressed more by its defeats than by its immediate suc- 
cesses. I mean by that that our commission, for example, has been 
taken to the courthouse more than 800 times. We seldom win in the 
beginning, but as time goes on and the methods are explained and 
tested by experience, gradually they are sustained by the courts. 

So, now, we do have in our State and in other States a fine set of 
conservation and proration laws that bring forth greater and ever 
greater amounts of oil for our rapidly expanding economy and for our 
defense in times of emergency. 

The Railroad Commission of Texas is a constitutionally created 
elective body. 

The Cuarrman. Before you start your prepared statement I would 
like to say that the remarks which you have just made bring back my 
memory to those days, some 20 years ago now, when the Cole com- 
mittee was brought into being to make an inv estigation or study of the 
oil industry. They were exceedingly hectic days and times. 

I can remember the conditions that existed that made your task as 
a commissioner not the easiest one, and I remember very distinctly 
the courage and the ability with which you met the problems of that 
day. It was no easy task I assure you. 

Mr. THompson. Thank you very much, Mr. Chairman. 

Mr. THorneerry. Since we are getting off to such a good start, I 
would like to say, if I may, to the members of the committee that it 
has been my privilege to know General Thompson a long time. I do 











610 PETROLEUM STUDY 


not believe any longer, though, than the Chairman has known him. 
In our State we are proud of General Thompson, not because he is 
chairman of the railroad commission, or the foremost authority on 
oil and gas conservation in the Nation or in the world, but because he 
has made such an outstanding contribution to public service. 

I know of no man in Texas who for some twenty-odd years has 
contributed his very best to the public service in Texas, and the mili- 
tary service of his Nation in both wars. He is a great Texan, and I 
am proud he is here today and that I can speak in his behalf. Thank 
you. 

The Cuatrman. Remembering those experiences at that time, for 
the benefit of those of you who were not here at that time, you will 
remember that Mr. Pettengill was a member of that Cole committee, 
and his experiences with the Cole committee were such that he was 
inclined to write a book, which he did, entitled “Hot Oil.” 

Mr. THompson. He sent me a copy. 

The Cuarrman. And I think the greatest compliment that I ever 
had paid to me was when he asked me to be a coauthor of the book, but 
I refused on the basis that I had no itch to write, and that I would be 
perfectly satisfied with anything he said. He did write the book, and 
it had quite some considerable issue growing out of our experiences 
at that time. 

The work of that committee took us not only through the State of 
Texas, but elsewhere in the United States, and I will say for the bene- 
fit of the committee, its report covers about 8 books of printed matter, 
some 400 or 500 pages to a book, and the industry has in the past. 
referred to it as one of the outstanding studies that have been made 
of the oil industry. I mention this because I feel as if I were in its 
reflected glory, something very pleasing to experience. 

Mr. THompson. The railroad commission is composed of 3 mem- 
bers, 1 elected each 2 years for a term of 6 years. 

It was originally created to regulate freight and passenger rates 
on the railroads. Then from time to time other duties were assigned 
it by the legislature, including the regulation of trucks and buses, the 
gas utilities, the butane and propane dealers for safety measures, and 
the administration of the oil- and gas-conservation statutes of Texas. 

Our legislature is reluctant to set up new bureaus. They just 
hand these new duties to an existing commission. So when the regu- 
lation of trucks and buses came about, the legislature added that duty 
to the commission, and then when gas utilities came to be regulated, 
that duty was added; and then when butane and propane handling 
came in for safety measures, that was added to the commission’s duties. 
Then in 1925 when the oil- and gas-conservation laws were passed, the 
administration of oil- and gas-conservation statutes was also given to 
the Railroad Commission of Texas. 

I explain that hecause the name Railroad Commission of Texas is 
in the constitution and it is more nearly a public service commission. 

Personally, I came on the Commission in June 1932, and have served 
continuously since then. I am an attorney by profession. I have 
no connection with and own no interest whatever in oil or gas in any 
way except as a public administrator of our oil and gas laws and 
as a citizen soldier; and none of my kinfolks do, as far as I know. 
I think I would have heard about it if they did. The only interest 
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I have in oil is as a public administrator. All my adult life I have 
served in the National Guard and the organized Reserve, having 
served overseas in both world wars; and I am now the Commanding 
General of the Texas National Guard consisting of the 36th Infantry 
Division, the 49th Armored Division, the 112th Motorized Cavalry 
Brigade, and the Texas Air Squadron. 

I was one of the organizers of the Interstate Oil Compact Com- 
mission and served three times as its chairman, and am now the 
chairman of the legal committee, 

Texas has 142,000 producing oil wells in 1,600 separate oilfields, 
and is today producing 2,861,000 barrels of oil per day. Texas has 
a reserve producing ability of about 600,000 barrels per day if called 
upon in an emergency. 

Mr. Chairman, I have checked back to 1932 when I came on the 
Commission ; we had 47,000 wells and were producing 740,000 barrels 
per day. That was 15.7 barrels per well per day. The average for 
the United ee today is 14 barrels per day. ‘Texas is presently 
producing, as I said, 2,861,000 barrels a aay from 142,000 wells, which 
is 20.1 barrels per well per day. So, in the 21 years under conserva- 
tion, we have increased the number of wells in Texas from 47,000 wells 
to 142,000 wells, and the production is 20.1 barrels per well as against 
15.7 in 1932. The average for the United States is around 14 barrels; 
that is per well per day. 

During World War IT Texas oil wells furnished about 60 percent 
of the petroleum for our war effort. Petroleum and its products 
made up 80 percent of the overseas tonnage. Sixty percent of the 
oil came from Texas. At the close of the war we were producing 
oil at our extreme limit under good oil producing practices. They 
were calling upon us for every barrel that could be produced in the 
State without seriously harming the wells, and, of course, in time of 
war the conservation rules and waste prevention rules were not as 
strictly enforced as perhaps you would do in time of peace, because 
we had to have the oil. 

Oil, of course, as you gentlemen all so well know, is a sign you 
have war of the highest order. I saw thousands of German vehicles, 
mounted artillery, | motorized units, stalled because they ran out of 
gasoline; all in good condition, except no gas. 

Conservation as applied to oil and gas production does not mean 
the locking up or hoarding of these natural resources. Rather, con- 
servation of oil and gas means wise use of the reservoir energy which 
drives the oil through the sands and rocks to the well bore and on 
up the pipe to the “surface for man’s use. Wise use of reservoir 
energy is the aim and object and the sole aim and object of 
conservation. 

Our Texas statutes on waste prevention include market demand. 
This definition says production in excess of market demand or trans- 
portation facilities is waste and is forbidden. The reason for that 
provision is that needless oil in storage above ground causes physical 
waste through leakage and evaporation. There is in storage above 
ground, as of last Saturday, 279 million barrels of crude oil today 
in the United States. Of this amount there are 133 million barrels 
of crude in storage of Texas origin. 

The Texas law requires that the Commission ascertain the market 
demand for Texas crude oil and that we allocate this demand fairly 
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among the various fields and wells of the State. All purchasers must 
take ratably from the fields wherever they buy or produce petroleum. 

We ascertain each month the market demand for Texas crude oil 
in two ways: 

One, we receive from the Bureau of Mines an estimate of what 
amount of oil they calculate will be needed each day for the following 
month. This is not a directive in any way. This amount of crude 
may come from current daily production or from out of storage if 
7 is excessive. The Bureau simply makes an informed estimate 
or a forecast just like the Weather Bureau attempts to report on and 
forecast the weather. It is just like the Department of Agriculture 
reports on the cotton crop or wheat. 

Second, each month we ask the purchasers of crude to nominate how 
much crude oil they desire to buy from Texas oilfields for that month. 
We then each month hold an open statewide hearing after 10 days’ 
notice given to every operator in the State, open notice in the paper, 
at which the above information is made public and testimony is taken 
on the requirements of all persons for Texas crude oil. In other words, 
they explain their nominations. These are all totaled up and the de- 
cision is announced and written orders are issued covering every field 
and setting the daily allowable for each field and well in the State. 

When this oil is produced, it moves on tenders which certify that 
the oil was produced according to the laws and valid regulations of 
the State. 

It is to the economic interest of our oil producers and to the State 
revenue from our severance tax that we produce all the oil that can 
be sold. The State’s revenue from oil is about $10 million a month, 


which a pry in financing our State government. We always 
1 th 


produce a at can be marketed if it can be done without harm to 
the wells. I mean by that that physical waste is first, if the market 
demand were greater than could be produced, that would cause waste; 
then, of course, waste would come first. I mean by that, flaring of 
gas or excessive gas ratios or excessive water ratios. 

As stated before, the reserve producing ability of the State of Texas 
today is around 600,000 barrels per day above what is currently being 
produced. We know we have enough oil for current demands, but 
our great concern is to be sure we have adequate reserve daily produc- 
ing ability from wells drilled and in operation to furnish enough oi] 
for any emergency demand that might come upon us. 

Touching on this, I wish to read into the record a letter from the 
Secretary of the Navy, Hon. R. B. Anderson, addressed to Senator 
Lyndon Johnson. I quote: 

This in further reference to your letter of April 20, 1953, concerning the ques- 
tion posed by General Thompson of the Texas Railroad Commission relative to 
the amount of reserve daily producing capacity required for security. The Chief 
of Naval Operations, on the basis of investigation made in accordance with my 
instructions, has furnished me with information on your inquiry. 

The problem, as presented, is not peculiar to the Navy or any one segment 
of the Government. It is closely related to problems of national and interna- 
tional scope and is tied in with the amount of oil reserves available to the free 
nations of the world. 

It is estimated that the current United States daily production, including 
crude oil, distillates, and gas liquids, is 7,059,000 barrels per day. The estimated 


daily production capacity if restrictions were removed is 8,159,000 barrels per 
day. 
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This figure is not sufficient to meet the United States and allied requirements 
in time of a national emergenry. 
I would like to repeat that: 


This figure is not sufficient to meet the United States and allied requirements 
in time of a national emergency. To meet the estimated wartime deficit, it will 
be necessary to resort to rationing as in World War II and a realinement of the 
petroleum end products as they come from the refineries, 

In addition, reliance must be placed on the drilling of new wells and develop 
ment of areas heretofore not fully developed rather than putting all our faith 
in proven reserves such as Elk Hills and Teapot Dome. 

The problem is not one of reserves alone, but it is interrelated to refining 
capacity, land transportation facilities, tankers, and storage facilities as well 
as increased drilling of wells and development of new fields. 

The Petroleum Administration for Defense under the Department of Interior 
is one of the agencies that coordinates the military requirements with similar 
civilian essential demands, and is in a position to elaborate on certain aspects 
of the problem that do not fall within the cognizance of the Armed Forces. 


R. B,. ANDERSON, 
Secretary of the Navy. 

May 22, 1953. 

It is my considered opinion, Mr. Chairman and gentlemen of this 
committee, that by 1975 the United States will be requiring 12 to 14 
million barrels of crude oil per day. That is about twice our present 
requirement. 

We must drill as never before and drill ever deeper to find this 
added oil. Reservoir energy must be preserved and wisely used to 
get ever-increasing recoveries from each reservoir. Waste must be 
prevented. 

To illustrate what I mean by conserving reservoir energy, I cite what 
has been done in the east Texas oilfield. That field is 23 years old. 
When outlined by dry holes to show the limits of the producing area, 
the experts estimated 1 to 114 billion barrels ultimate recovery. The 
fact is that by carefully preserving and conserving the reservoir en- 
ergy, we have’ produce .d and saved alres ady 2,940 million barrels of oil; 
and the experts say if the same care is used in conserving the pressure, 
we shall recover 9 billion additional barrels of oil. That will be 4.9 
billion barrels where 1 or 11% billion were expected. That is a 2-to-3 
billion barrel dividend for wise use of energy. 

Incidentally, the latest 1 billion barrels of oil were produced along 
with a coincidental increase of 16 pounds in the reservoir pressure. 
That is conservation of oil. We are practicing it in all the oil and gas 
fields of Texas. We prevent physical waste. That is our duty. Thank 
you. 

I might tell you how we proceed in our work. It starts with a 
permit ‘to drill. A man who wants to drill files an intention to drill so 
we will know where the well is being drilled. He proceeds with his 
drilling, and when he gets ready to set his casing, we have men who 
go and test the casing, and then he sets the casing and he brings in a 
well. When the well is brought in, we make a test on the well to see 
what its potential is. 

Of course, if it is a dry hole, he quietly folds his tent and he goes 
away and says nothing about it. It is only the fellows who hit the 
jackpot you oe about, and generally the ones who hit that use the 
jackpot proceeds to drill some more holes. If he hits a producer, 
he calls upon us for a test. Our men go and flow the well and give 
it a thorough test so we find out what the potential of that well is. 
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Then, when 5 wells have been drilled in a field, which gives us 
enough reservoir information upon which to proceed to find out 
what sort of a well it is—what are the producing characteristics 
of the mechanism in the reservoir, namely, is it a water drive, hydro- 
static drive, formed by water encroaching against the trapped oil 
in the sands, or whether it is a gas drive where the base bears 
down on the oil, or whether it is a combination of water and gas, 
or whether it is a gas coming out of solution—as soon as 5 wells are 
drilled, we hold a hearing at which all parties are asked to come 
and appear and give the data on their wells. 

This testimony is all reduced to transcript form, and it is studied 
by our engineers, read by the commissioners, and then a proper order 
ig put into effect in that field prescribing how that field is to be pro- 
duced. If it is a water-drive field, it is best not to produce the oil 
any faster than the water can come in and maintain the pressure. 

A typical example of that is the one I have just given you, the 
east Texas field. There we found that the drive in the east Texas 
field was a water drive, furnished by the encroachment of water 
coming down through the woodbine sands with the outcrop between 
Fort Worth and Dallas from the Oklahoma border, down to Hill 
County, where this water outcrops. As the floods come, the water 
seeps down through this highly porous sand, 26-percent porosity and 
very permeable sand, and the water drops down 105 miles and dips to 
3,200 feet where it hits the oil in that area, and it comes in contact with 
the oil and builds up a hydrostatic head which originally was 1,600 
pounds, 

As the pressure dropped—and the time you were down in east 


Texas, Mr. Wolverton, the ea was dropping 30 pounds per 


month—we arrested that declining pressure by reducing the amount 
of production of oil and water and gas that came up with the oil 
to the amount so that the pressure would remain constant in the 
reservoir. 

Last year, for example, 220 wells formerly on the pump went back 
to flowing, because we had conserved this pressure. 

The last 1 billion barrels were produced, as I said in my state- 
ment, coincidentally with an increase of 18 pounds in the pressure. 
We had quite a water problem in that field, if you remember, salt 
water coming up with the oil, and it got to the point where it was 
between 400,000 and 500,000 barrels of water per day coming up with 
the oil. 

We were contemplating perhaps having to dig a pipeline to the 
gulf or a canal, because the streams get polluted and the Sabine River 
was being polluted with salt water and killing the fish and interfering 
with the cities’ taking water down the river. So we got to work on 
it and studied the problem out through cooperation with the Uni- 
versity of Texas and decided to reinject the water back into the water 
stream or the sands saturated with water on the side of water in- 
trusion; and that has been so successful, Mr. Chairman, that for 14 
years now we have been putting back on the side of water intrusion 
400,000 barrels of water per day, 95 percent of the water that comes 
up with the oil is recovered and saved and treated and put back on 
the side of water intrusion to help nature maintain that pressure. 

So the results have been good, and I am sure the figures I gave you 
of total ultimate recovery of 4.9 billion barrels is very conservative. 
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Some experts of undoubted ability estimate as much as 6 million bar- 
rels where 1 or 114 was expected. I can give you no better example of 
reservoir control than that field, unless it would be the Thompson field 
or the Hastings field, or the Van field. 

In many fields we take the gas that comes up with the oil and return 
the gas to the producing horizon to maintain the pressure in the same 
manner as is done by returning water. Those are the highest types of 
conservation. We also have water flooding projects, where old 
thought-to-be-depleted wells that were about to be abandoned are 
treated by having fresh water injected into the periphery of the field; 
and we have notable examples, particularly in Ward County, south 
Ward, where wells were down to 2, 114, and 2 and 3 barrels. And I 
remember 1 well in the whole group, the best 1 of the 30 or 40 wells 
left in that field, was producing 5 barrels. 

Some people went in there and spent nearly a million dollars in 
their installation to put water back in, and getting the idea from 
Pennsylvania, as they do up around Bradford, flooding and putting 
water back in around the oil, and producing wells, and this particular 
project I am talking about in south Ward has been going on now about 
22 months and those 2-barrel wells are up to 200 barrels, and the 5-bar- 
rel well is producing right at 500 barrels per day. 

We limit them not at all, because we figure that that is bringing back 
the dead and is the highest type of conservation, reviving that which 
would go out on account of economic abandonment. 

I would like to pay tribute to the State of Pennsylvania for bring- 
ing that waterflooding technique to us. We are deeply grateful, and 
it is being done in several iio projects in Texas, all over the State, 
and that is not restricted in any way, because whatever oil the man can 
get out of a thought-to-be-depleted field is conservation of the highest 
order and must never be interfered with. We have told these opera- 
tors who will go and spend their millions in the hope of reviving old 
production—it takes a careful study and good application of sound 
engineering principles to make this thing possible. It is being done. 

I estimate, Mr. Chairman and gentlemen of the committee, that there 
are at least 1 billion barrels of oil that we will recover from wells that 
are now in fields being worked on, and in the United States there are 
probably 100 billion barrels of this thought-to-be-lost oil and thought- 
to-be-depleted fields that will be brought out. The science of reservoir 
control is a high form of petroleum engineering and it is going for- 
ward by leaps and bounds. 

I remember, Mr. Chairman, the years you were talking about, in 
1932, petroleum engineers were not so plentiful, but universities have 
been putting out hundreds of them, and several hundred have gone 
through our office, and our State pay is not high, but they come to us 
from the colleges to get the training in the field, and then they go out 
and people hire them away from us at better salaries, but we are always 
glad because they carry the technique and the practice and the prin- 
ciples of the commission in conservation out into the operators’ hands. 

This 12 to 14 million barrels of oil per day will be recovered by more 
and more drilling, greater and greater depths in drilling, and by water- 
flooding and gas injection and by pressure maintenance, even to re- 
viving pressures that have been gone. 

After a field has been brought in, and we have our hearing after 
5 or 6 wells have been drilled, and then we prescribe the proper rules, 
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as I said, for the operation of that field, and all of the wells that come 
in abide by that same rule, we work out a proper spacing, and the 
spacing is to have uniformity in drainage area; and we place the wells, 
1 well to 20 acres or 1 to 40 acres, whatever the reservoir characteristics 
indicate will insure adequate and complete drainage of that area. 
That is the criteria to decide how wide or how narrow the spacing 
shall be. 

In gas wells in large areas, we generally give 1 well to each section, 
640 acres, because it does not matter how many wells you drill, there 
is only so much gas that can be sold, and the gas will drain long dis- 
tances, and oil does not drain so far. Our standard in Texas for the 
statewide pattern, by statewide order, is 1 to 20 acres. If the sands 
are permeable and porous, we sometimes go as high as 1 well to 40 
acres. 

Recently in the Spraberry field they indicated by uncontested testi- 
mony the drainage area was very great, and so we had 1 well to 80 
acres in that field. That is the largest spacing area we have, and that 
field has been described very aptly in our hearings by at least one 
engineer as the greatest unrecoverable reserve of oil in the United 
States. It has been a graveyard financially. The structures are 
vertical, fractures are, and very difficult to produce. It is turning 
into a gas field. 

By the way, Mr. Chairman, we have vigorously, since the close of 
World War II, stopped the flaring of gas. 

Mr. Hate. Did you say you stopped the flaring of gas? 

Mr. TuHompson. Yes; we are stopping it. Yes, sir. Wherever the 
quantity of gas is great enough to pay for either returning it into the 
horizon to maintain the pressure, that is the first desire and most 
desirable; and, second, wherever there is a market for the gas and the 
amount of gas is great enough to pay for the pipe—of course, we can- 
not make them do an uneconomic thing. We cannot make them spend 
more money to lay pipe to collect gas than the gas would sell for. 

We have hearings on those matters, and if they can show that the 
well is so far removed from a pipeline that it will take more money, 
we do not make them do that. Last week we had a hearing where it 
would take 120 years to pay for the pipe, and we exempted that well 
from having to lay a pipe to get the gas that comes with the oil. 

I am not talking aes as wells; there is no gas allowed to waste 
from any gas well at all. ‘But when you produce oil, some gas comes 
- with the oil, and it comes out of solution when the oil hits atmos- 
pheric pressure. That gas has always, as you know, been vented in 
flares and burned for safety, so it would not collect around the well and 
be a hazard for life and limb. 

Now, we are collecting that flare gas, and it is going into pipelines 
to many States. It goes to California and all of the way to Massa- 
chusetts, and to the Northern States around the Great Lakes. 

Gas is being gathered from the flaring of oil wells, all over the State, 
and pipelines have been built with that flare gas as its supply. 

I believe, Mr. Chairman, that covers the work we do. 

The Cuamman. Are there any questions, gentlemen? 

Mr. Hesevton. General, I certainly recognize your outstanding abil- 
ity and your record. I trust that you will not consider my inquiries 
motivated by any other reason than an effort to try to understand what 
I have never been able to understand, and that is the philosophy or the 
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economics of relating production to market demand as anything except 
a violation of the clear prohibition of the interstate oil compact itself. 

Article 5 of that compact clearly gives recognition to the possibility 
of going quite beyond the purpose of conservation. Standing by itself, 
it would be a violation of existing law. I want to read the text of that, 
not because you are not familiar with it, but so that we will have it in 
the record : 

It is not the purpose of this compact to authorize the States joining herein to 
limit the production of oil or gas for the purpose of stabilizing or fixing the price 
thereof, or create or perpetuate monopoly, or to promote regimentation, but is 
limited to the purpose of conserving oil and gas and preventing the avoidable 
waste thereof within reasonable limitations. 

You were quoted in a dispatch on June 17, which is about the time 
of these various increases, as saying that there does not seem to be any 
connection between producing and refining departments. 

Later, in July, at the time of the setting of the July allowables, you 
were quoted in the press as having said that the reduced refinery runs 
now might head off cuts later and that next year would be a critical 
one, but that the oil industry could “go forward with a vigorous cam- 
paign if caution is exercised by all elements now.” 

Those statements do not seem to relate themselves to a question of 
an oversupply, and yet to my mind they carry a clear warning to the 
industry that if they produce more than will be reasonably expected to 
be sold, they could expect to run into trouble pricewise. Would you 
care to develop what you had in mind a bit more ? 

Mr. Tompson. I would be happy to. We never consider price at 
all, and there is no question about price in my statement whatsoever. 
What I had reference to was the tremendous overhanging stocks of 
gasoline on hand. While we have nothing on earth to do with gaso- 
line except that you do make gasoline from crude, and the more gaso- 
line you pile up, it seems certain to me the more crude would pile up, 
or the market demand would drop. People are very reluctant, all oil 
operators and producers are, to have their allowables reduced. They 
want to produce wide open if they can. If they cannot, they want to 
produce as much as they can, and it is a perfectly normal, human, 
natural desire, like eating. They want to get all they can. 

The point was that there are 25,721,000 more barrels of gasoline on 
hand now than there was 1 year ago. I was simply saying there that 
the throughput of crude through the refineries seemed all out of 
reason. 

Again, the refineries are just as anxious to run every barrel they can, 
because they have got their refineries fired up, and if he has a 20,000- 
barrel capacity and he is only running 10, he can run the other 10 with 
the same heat and labor that he runs the first 10,000. But if he cannot 
sell it, then you would have to cut crude production back, which always 
we are reluctant to do. I was talking about the overall oversupply. 

As of today, the total crude and products stand at 590,142,000 bar- 
rels, which is 42,786,000 barrels more than a year ago. That was my 
only object in making the statement. I said it did not seem that the 
industry operated each with the other, and they seemed to operate 
in separate cells and did not have an interphone. Although it was 
none of my business, I just. warned them if they kept on running more 
and more crude through their stills to make more and more gasoline, 
they would have gasoline running out of their ears, and we would, of 
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necessity, under their own nominations, because they will come in and 
ask for less, and they would not buy it, and you cannot drink it; and 
I was making the warning that it seemed to me if the refiners kept on 
running more and more ‘crude, about 400,000 more barrels than in- 
dicated was needed by the study of the statistics, they would have 
trouble in oversupply. 

Nothing about price was in my mind. We never consider it. I am 
a buyer of gasoline, in my cé ‘As I said in my statement, I have no 
interest on earth in the oil mduciee in any way except as a regulator 
of conservation or purchaser of gasoline. So, pricewise, I am for 
cheap gasoline, of course. 

Mr. Hesexron. You stand in the same position as a lot of other 
people 
Mr. Tuomeson. I always had the firm conviction that there are 
more consumers than there are producers, and I run for office. 

Mr. Heseiton. Of course, some of these gentlemen in the oil indus- 
try do not run for office, you know, and they do not take that into 
consideration. 

Mr. Tuomerson. The people elect me because they think I try to do 
what I think is right. I know I work for the public interest. 

Mr. Hesevron. I realize that. 

Mr. Tuompson. And I did not intend to make this job a lifetime 

career, I took it for a 3-month job, because the Governor of Texas 
Governor Sterling, who is now passed on, had called out the National 
Guard because they had an orgy of drilling, and oil was running down 
the creeks, as the chairman remembers, in those early days. Governor 
Sterling asked me if I would come down and help out a little bit, be- 
cause Governor Neff who was then a member of the railroad com- 
mission, had been tendered the presidency of Baylor University, and 
he wished to accept it right then. Governor Sterling phoned me one 
day to come down the next, and told me about it, and appointed me 
during the noon hour. I was not an applicant, and I told him I 
could serve only 2 or 3 months. 
ne I got into this interesting waste-prevention situation over in 
Texas, and it intrigued me—the idea of doing something that 
aan give a reserve supply of oil for war. I must admit my whole 
thinking has been one of military reserves, having been trained and 
lived my life as a guardsman, and knowing haw “important oil was 
in the First World War. 

In that war we were just then converting from horsedrawn artillery 
to trucks. We had very few trucks. vt I had enough experience 
was gasoline-propelled vehicles in war I and the scarity of them, to 
try to build up our oil reserves, I have been on the commission 22 
ye “ee I reckon I will run again. 

I do not know what it is ‘that make a man stay on a job where he 
is shot at from every side for doing what he thinks is right, but there 
is a charm to it, and I guess you all have had the same experience in 
serving in public office. 

Mr. Hesevron. You are disarming me rapidly, but let me say that 
you started your campaign off for reelection in first-rate shape this 
morning right here. 

Mr. Tuompson. I do hope the press is taking notice of it. I have to 


run next year. 
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Mr. Hxserron. Well, General, to get back to my point, if I can: 
Before the Senate Small Business Committee back in 1949 the execu- 
tive secretary of the compact was before the committee and testified 
that the purpose of the State proration laws was to “prorate to market 
demand.” And when you lhmit to market demand, of course, you 
affect the price. 

Now, I realize that you can very conscientiously blanket out any 
thought of price from your mind if you are making these decisions, 
but, frankly, looking at the picture in other segments of industry, if 
you have 1,000 more P cnteenebileg manufactured or 10,000 more suits 
of clothing or 100,000 more loaves of bread than will be taken up, I 
think that. you will agree with me that the inevitable effect of that is 
at least not to present a situation where the seller of those articles can 
price that upwards. 

He has to sell it, and he has more on hand than he can sell, and 
consequently he has to regulate his price to demand. That is the 
difficulty that I have in finding that actually the reliance is not upon 
efficient rate of production, but more emphasis is placed on what can 
be absorbed and what the purchaser or the consumer will pay. 

You just mentioned the fact of the comparative increase in gasoline 
over last year, and I realize that probably there are more cars and 
more users. But it is awfully difficult to understand how then the 
companies can justify an increase in the price of gasoline at this time 
when they have so much excess on hand and w hen. your commission is 
concerned that they should not have as much as they asked for. 

Mr. Trromeson. We give them all they ask for. I am very glad 
to explain that, because when you talk deus waste prevention of oil 
I say it is wise use of reservoir energy, and there are eight more defini- 
tions that come ahead of the market-demand statute; and it is the 
ninth definition in waste. 

They all come ahead of that; namely, cutting off water from a pro- 
ducing horizon, intrusion of fresh water or salt water, producing with 
a high gas-oil ratio or excessive oil-gas ratio, producing with a high 
water ratio, and there are eight different reasons, all waste prevention, 
and they come first. Then asa final one and in addition to these, you 
may not produce oil in excess of market demand or transportation 
facilities, as our statute says: 

The production of oil in excess of transportation facilities or market demand 
is waste and is forbidden. 

That is the ninth definition, but only 1 of 9. All of the others 
take precedence to it. 

You must prevent all physical waste first; and if you prevent all 
possible physical waste in the production of oil and produce at the 
most efficient rate, and then there is not enough to fill the market 
demand, you never get to market demand at all. 

But in our State we can produce 600,000 barrels per day more at 
the most efficient rate, so market-demand statute, comes in and says 
that you shall inquire how much people will buy, because to produce 
more than they will buy causes unnecessary waste in storage, and we 
know it is very wi asteful. Even the most efficient t: ink, if you look at 
it in the sunlight, you will see little shimmerings going up from it. 
That is the most valuable ends of the oil coming out t of solution. 
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The best place to store oil until you need it is in God’s reservoir, 
where He put it and He kept it for millions of years, until man was 
given the intelligence to find it. 

There are vight reasons ahead of market demand and the market 
demand is just a limiting one after all of the other forms of waste are 
prevented. Now, this reservoir control is the most important thing; 
that is my own definition, and I do not know whether scientists would 
approve it or not, but I say conservation as applied to oil and gas 
production is wise use of reservoir energy. That is what propels the 
oil through the sands and drives it to the well bore and then up 
through the pipe. 

So waste above market demand is just 1 of 9 things that we prevent. 
It is the limiting factor to prevent avoidable physical waste, and we 
had millions of barrels of oil in storage around east Texas, for ex- 
ample, as the chairman will remember, when they were producing 
900,000 barrels per day from that field. Pressure was dropping 30 
pounds a month. In a few weeks, if we had not stopped it, by re- 
ducing the rate of withdrawal, the pressure would have anaael down 
to solution ratio, which is 740 pounds, and the oil would have become 
inert and heavy and sticky, and it would have clung to the sands, and 
it would have had to be pumped, and perhaps 80 percent of the oil 
would have been left in the ground and never to be recovered by man 
by any known method. 

Instead of that, we are recovering 80 percent and leaving only 20 
percent in the ground; and as our techniques improve and as our edu- 
cation improves by study and laboratory work and research, we hope 
to get even better than 80 percent. 

As a matter of fact, on the west side of the east Texas field, where 
the water has moved beyond the wells and moved the oil either up 
through the well bore or pushed the oil up structure, we have taken 
samples of sands there and found less than 2 percent saturation. That 
is oil clinging to the grains, which would indicate a very high recovery. 

Mr. Heseuron. Let me go at it another way, if I can, to see if we 
can get some clarification. The Senate Appropriations Committee in 
reporting the Interior Department appropriation bill of 1948, at the 
bottom of page 9 of that report, refers to the oil and gas division 
work it performs coordinating and unifying policies of the Federal 
Government with respect to petroleum, and statistics of studies con- 
ducted by it, and states that it will render a service to the oil and gas 
industry : 

Its service to industry is to provide information which industry cannot itself 
get without violating the antitrust laws. 

Do you subscribe to the theory that it would be a violation of the 
Federal antitrust laws for the oil industry to prepare forecasts of 
demand of petroleum? 

Mr. Tuomrson. The oil industry to prepare forecasts? 

Mr. Heseuron. Yes. 

Mr. Tuompson. I would rather get it from the Bureau of Mines. 
It is like I would rather get the weather from the Weather Bureau. 
The companies are biased. 

Mr. Hesevron. I remember some advice given to me when I first 
started to practice law, that was to be careful in examining 2 classes of 
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witness, 1 was a woman and the other was a lawyer; and I guess I am 
getting a pretty good demonstration of that this morning. 

Mr. Txuompson. I did not intend to tell you anything except with 
candor and just what happened. 

Mr. Hesevron. Now, do you agree that the Bureau of Mines’ esti- 
mates work a good deal like the trade associations’ statistical services, 
which were condemned in the Sugar Institute case, in 297 United 
States? 

Mr. THompeson. The Sugar case ? 

Mr. Hesevron. Yes. The Supreme Court condemned that type of 
activity on the part of trade associations, and I wonder if you can 
reconcile or differentiate between the services provided by the Bureau 
of Mines to you, in setting your allowables, and what the Supreme 
Court condemned in the case of a trade-association estimate ? 

Mr. THompson. You mean the trade association was a bunch of 
sugar people? Here we Government officials, State and Federal, do 
this ‘ob, unbiased Government people, each in their separate sphere 
of jurisdiction. 

Mr. Heseiton. Do the officials provide the cloak of immunity or the 
cloak of respectability that otherwise would not be possible unless you 
had this setup of the oil and gas combine? 

Mr. THomrson. We do not take the Bureau of Mines information 
as any pronunciamento or order or directive. We just look at it as 
we do the weather report and carry our overcoat if we think it is 
going to be cold or raincoat if we think it is going to rain. We use 
it in conjunction with our own research and study. 

The Cuarrman. Do you find it is wrong as often as the Weather 
Bureau is? 

Mr. THomprson. Well, they are not infallible. I do not think they 
would claim to be. They just are sitting where they study this thing, 
and I know they are right at the end of the month, because they 
make corrections during the month to make themselves as nearly 
right as they can. They can do better than we can do, because we 
put out our allowables for a month and they stand, but the Bureau 
goes along and sees how they were wrong, and they correct it, and 
we can study those weekly reports and they are very helpful, because 
they put out, for example, a weekly report on stocks, and it shows 
this last week how much crude there was on hand. 

And it is the custom of the trade, or the oil industry rather, to 
carry crudes by their origin, and Texas crude is Texas crude no 
matter if it is located in Pennsylvania or anywhere else. It is stamped 
like Quaker Oats. You can see how your product is going. If you 
had your store full of Quaker Oats, and the back room full, and 
your pantry, and everywhere else, you would not buy any Quaker Oats 
on the next trip. 

Mr. Hesetton. Seriously, General, you are taking an awful lot of 
my time. 

Mr. Tompson. I came a long way up here. I just wanted to 
explain this sheet that comes out aed week; and it shows, here is 
Texas crude, east Texas crude, and west Texas crude, Gulf Texas 
crude, and other crudes, and Panhandle crude, and whether they are 
going up or down, and taken out of storage or going into storage. 

We look at this and see if our crude is being consumed, and if it 
is, then we can increase the allowables. We can fill that market. 
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We have done that consistently since 1931 when our market was 
740,000 barrels a day, until now it is 2,800,000. So we have been 
moving in and taking more and more markets, to nobody’s detriment, 
because other States produce all they can. 

The Cuatrman. Will the gentleman yield? 

Is not it your intention to ascertain from this witness where the 
Bureau of Mines gets their basic information from ? 

Mr. Hesevron. I would be glad if he can tell. 

The Cuamman. That is, where they find out how many boxes of 
Quaker Oats are in the store. 

Mr. Tuomrson. I do not know where they get it. 

The Cuarrmman. It seems to me that from the testimony, as I have 
gathered it, it would be that the Texas Commission gets its informa- 
tion from the Bureau of Mines, and I thought probably the gentle- 
man from Massachusetts would be interested to know where the 
Bureau of Mines got its information. 

Mr. Hesevron. I would assume the Bureau of Mines had to rely 
largely upon the estimates of the oil companies themselves as to what 
they would take, so we get right around in a nice circle. 

The Cuarrman. That would be worth developing. 

Mr. Tuompson. I have an idea they get reports from industry. It 
would be the only place. 

Mr. Hesertron. That is right where the industry is the key figurer, 
and industry sets the figure. 

Mr. THompson. These are stocks, these are stock figures, how much 
you have got on hand, Mr. Congressman. I am not talking about 
the estimate of market demand, and I do not know where they get 
that figure; but these stock figures must come from the people who 
have the storage, and they add them up and say there is so much 
Texas crude in storage. I was talking about storage figures and not 
the Bureau of Mines forecasts. 

Mr. Heseuron. Would you maintain, General, that if there were 
100,000 extra barrels of gasoline available in storage—I will put it 
1 million barrels to make it more clear—more than the people in the 
northeastern part of the country could be expected to buy in the next 
month, that this price rise would stay fixed ? 

Mr. THompson. You say would 1 million barrels extra? 

Mr. Heseiron. Over what people would buy in the next month, do 
you think that this price rise would stay fixed? We have had wit- 
nesses here testify over and over again they do not know whether this 
will stick, and they maintain that the consumer will determine it. 
They say he will not buy it if the price is too high. 

Now, I ask you, on the other hand, if there are 1 million more bar- 
rels in storage in the northeastern part of this country, talking about 
gasoline, than the consumers will buy in the next month, do you think 
this price increase would stick? 

Mr. Tuomrson. I have no idea. You are clear out of my line of 
work. I do not have a thing to do with price of gasoline or oil. I 
would not venture an opinion. We have nothing to do with price. 

Mr. Hesevron. I realize that, but it does seem to me there 1s a very 
convenient and nicely developed system in reference to the oil indus- 
try. The companies undoubtedly furnish the Bureau of Mines with 
information, and the Bureau of Mines, whether they change it at all 
I do not know, they furnish it to you, and you call these same com- 
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panies in and they give you their nominations, and you fix the allow- 
ables; and it is mighty strange to me that the allowables always seem 
to be slightly under the amount that is estimated will be consumed. 
Of course—— 

Mr. TuHomreson. Could I, at this point, make a statement? 

Mr. Hesevron. Could I complete this, because I want to have it 
in the record? Of course, it would be absolutely a violation of the 
antitrust laws for the oil companies to get together, for them to write 
out a memorandum agreement and for them to exchange letters, and 
even for them to confer about the matter. They do not have to do 
that. They do not have to even give the sign of the lodge to each other 
in some club or hotel. It is a perfectly worked out scheme so that 
they can act without violating the law, but the results are exactly the 
same. 

That is borne out in terms of the very prohibitions written into the 
interstate oil compact legislation. There it is recognized, and it would 
not be in there if it was not recognized, that this action could have the 
power of stabilizing prices, and I do not care how intricate the ex- 
planations are, I am sure that the people that are concerned with it 
are honorable men, and I know they would not violate the law itself; 
but what I am saying is that the very results of all of this intricate 
machinery is that the antitrust laws are violated and that the price 
is at least stabilized; and the consumer is consequently adversely af- 
fected and cannot do one blessed thing about it. 

I have said earlier in this hearing the consumers of this country, 
as far as the oil industry are concerned, are at the mercy of the oil in- 
dustry itself. They have no competition like that we have in other 
areas, and I just am amazed that over all of these years, with that 
statute on the books, we had testimony before this committee from 
the head of the Antitrust Division in the last administration admit- 
ting that they had taken no steps whatsoever to look into this 
situation. 

I think it is high time that the administration, the Antitrust Divi- 
sion, did take very sharp and vigorous steps to see what is going on. 
Now, if there is nothing wrong about it, then no one is hurt. That 
can be reported tous. But if something has been devised which clearly 
brings about the result that is prohibited by the antitrust law, without 
taking the steps which would convict them of violations, then I think 
we ought to reexamine these laws very carefully and perhaps repeal 
the interstate oil compact law and the Connally hot-oil law, which 
has been advocated before this committee. 

Mr. Tuompson. Could I correct one point? 

The Carman. Before you answer, General, will the gentleman 
yield to me for a moment? 

Mr. Hesexron. Gladly. 

The CuarrMan. The gentleman has indicated familiarity with the 
Compact Act, and there are some features of it that I was not sure 
of myself at this moment. I would like to know whether the Compact 
Act lays a burden or directs any Government agency to study or report 
the effect of the Compact Act. 

Mr. Heseiron. Mr. Chairman, when we had this witness before 
this committee, it was the Honorable H. Graham Morison, Assistant 
Attorney General of the United States, in charge of the Antitrust 





624 PETROLEUM STUDY 


Division. You asked certain questions, and I think it might be appro- 
priate to read that briefly. Mr. Morison said: 

I will tell you what I conceive, Mr. Congressman, to be my responsibility, of 
the Department of Justice Antitrust Division, and that would be as I have 
stated before, that if this article 5 should be violated by participating oil com- 
panies in these various States, and we could find evidence, either upon com- 
plaint of a citizen or upon our own investigation, it would be my duty to bring 
a suit based on those facts. 


You said, Mr. Chairman: 


I fully appreciate that. But I am asking who is the watchdog as to the effect 
of that section and whether it is carried out? Is there any governmental agency 
that has the direct duty of doing so? 

Mr. Morison. I would assume that my Division, Mr. Congressman, would have 
the greatest responsibility for that. There may be others. I do not know. 
I keep speaking about the Interior Department, because I think of them in 
terms of this kind of project which they would have a continuing interest to 
watch this. I may be wrong. 

Mr. Wotverton. That section was put in the bill originally for the very pur- 
pose I tried to emphasize, for the protection of the public interest. The very 
fact that it makes reference to monopoly and regimentation, and all of the other 
elements that enter into Antitrust Act provisions indicates to me that the re- 
sponsibility was upon the Attorney General. If there is any doubt about it, 
would you have any objection to an amendment being made to this bill that 
would make that clear? 

Mr. Morrison. No, sir. I have no objection whatever if, in the wisdom of the 
committee and Congress, it is desired. 

The CHatrman. What was the date of that testimony? 

Mr. Hesetron. That was on June 12, of 1951. 

The Cuarrman. I was under the impression that there was some 
direct reference in the act to a responsibility upon some Government 
authority to make reports concerning the operation of the Compact 
Act. 

Mr. Hesetron. TI do not think so, and I think that you will recall 
that some of us, including yourself, under the circumstances, in view of 
the vagueness of the testimony, made an effort to have an amendment 
placed in the law that would have placed specific responsibility on 
the Department of Justice to, in effect, police this operation and report 
to Congress at regular intervals. 

The Cuatrman. I will ask the clerk to get me a copy of the Com- 
pact Act. 

Mr. TuHomrson. The duty is put on the representatives of the Fed- 
eral Power Commission to attend the meetings and report to the Con- 
gress. I think that that is what you have reference to. 

The CuarrmMan. It may be. My mind is a bit indefinite on that. 

Mr. Tuomrson. There is one thing that I would like to, if I may, 
correct, and that is that we do not consistently 

The Cuatrman. Would you like the statement made by the gentle- 
man from Massachusetts reread, in order to refresh your mind as to 
what has been said ? 

Mr. THomrson. I wanted to do it before he started. He said—and 
T am sure inadvertently—that we produce less than the Bureau stated. 
Here is the last figure—414,000 barrels above the Bureau of Mines’ 
estimate. 

Mr. Heserton. What about in relation to the actual consumption ? 

Mr. TxHompson. That is reflected up and down storage figures. 
These are stocks on hand and not forecasts. 
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Mr. Heseiron. I am more interested in what the people buy. 

Mr. Tuomrson. Yes; but if we allow more than they say by 400,000, 
it would not be exactly proper to say we allowed less than the Bureau 
said. 

Mr. Hesexron. I am not talking about the Bureau; I am talking 
about the people buying. 

Mr. THompson. I am trying my best to tell you that we are trying 
to do a clean, workmanlike job of conserving oil, and we are not fina- 
gling with price at all. I would like to see gasoline cheap, and, as I 
told you, I am a consumer. I know nothing about why they raise 
prices or how they do it. It would be Me for me to get into that 
phase of it because I do not know a thing about it. I have nothing 
to do with it. I have nothing at all. We have not made oil scarce 
in order to make it high. 

Mr. Hesexton. There is just one final question, and I have tres- 
passed too far on the time of my colleagues, I am sure, and if we did 
not have a bill on the floor this afternoon, I would like to come back 
and talk with you. 

Mr. Tuomrson. I want to go home as soon as I get through testi- 
fying. 

The CHarrman. You are the first one that ever came from Texas 
who would be satisfied to leave in 1 day. 

Mr. Heserron. I do not want to trespass upon your time or your 
campaign, but I would like to ask this final question: Some years ago 
some of the members of this committee were down in the Panhandle 
region, and in connection with our visit there we met a number of 
producers. 


Mr. THomrson. I remember sitting with you at the dinner table in 
my hotel, the Herring Hotel. 

Mr. Hesevron. General, I had a lovely time. I voted against the 
Kerr bill, and I was the only member of the committee who voted 
against it. 

Mr. TuHomrson. We enjoyed having you so much. 

Mr. Heseuron. Every single mop I had somebody new get in and 


talk to me about the seriousness of the Kerr bill, but what I wanted 
to get at was this: You were beautiful hosts and grand people, and 
they were quite frank with us, and they told me, as I recall, one of 
them anyway, told me that whenever allowables were reduced, they 
had to go out and drill additional wells merely to preserve their pro- 
duction. I think one of them told me that they had to add some 120 
wells to 280 already producing to have the same output. If that is the 
case, do you feel that that has any relation to efficient production, and 
do you feel that at that particular time it was a wise result in terms of 
the stringency on the fuel supply ? 

Mr. Tuompson. We had at that time in the Panhandle, and pres- 
ently, 1 well to each section, and 1 well for 640 acres; and some people 
had failed to drill their wells, 1 to each section, and they were taking 
the allowable along the edge and draining their neighbor’s, which was 
a violation of corelative rights, and we told them their allowable 
would be per section and as they increased their take, they should 
drill 1 well to each section to get their allowable increased, because we 
feel that 1 well per square mile is certainly thin enough drilling. 

Those people that had to drill those wells had to drill them to get 
more gas and drain more area, and it was to keep them from draining 
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their neighbor’s. They were taking the gas along the line from other 
adjoining property owners, and we are bound by law to protect corela- 
tive rights as well as prevent physical waste. 

Mr. Hesevtron. General, I am sure you are going to win the election. 

Mr. Tuompson. Thank you, sir. 

Mr. Hesexvron. That is all. 

The Cuarrman. Are there any further questions, gentlemen ¢ 

Mr. Rogers. I will be very brief, Mr. Chairman. 

General, you make a statement here that I do not exactly understand. 
You say : “Texas has a reserve producing ability of about 600,000 bar- 
rels per day if called upon in an emergency.” Will you explain that 
to me? 

Mr. THomrson. We could produce 600,000 barrels per day more 
than we are currently producing if we could sell it or if war came 
and we needed it. At the beginning of World War II we had the rate 
at 1 million barrels producing ability, but before the war was ended we 
were using every barrel we could produce. Since that time, additional 
drilling has gone along, and ability to produce has been built up so now 
it is 600,000 barrels above current demands. It should be more than 1 
million; the Nation needs at least 1 million barrels reserve caution 
for war. The more, the better. 

Mr. Rogers. Suppose this emergency called for the use of more oil, 
could you still produce it ? 

Mr. Tuompson. Yes, sir. 

Mr. Rogers. You could ? 

Mr. Tuompson. Yes, sir ; 600,000 per day more. 

Mr. Rocers. You make a statement here, “Texas has 142,000 pro- 
ducing oil wells.” How many wells offshore ? 

Mr. Tompson. We have not got any producing. 

Mr. Rogers. You have not any producing? 

Mr. Tuomrson. No. 

Mr. Rogers. That is all, Mr. Chairman. 

Mr. Hate. General, you showed us a sheet with an estimated crude. 
Could I look at that? 

Mr. THompson. Yes. These are reports of stocks on hand, issued 
each week by the Bureau of Mines. That is in the whole United States, 

Mr. Hate. This is on the line of the questions asked you by Mr. 
Heselton, but I am not clear. You have a figure here for Pennsyl- 
vania grade on June 13, July 4, and July 11. 

Mr. THompson. That is in thousands of barrels. 

Mr. Hare. Yes. Where do you get those figures? 

Mr. Tuompson. I got them from the Bureau of Mines. This is the 
report I get. It is put out every week, to everyone. We do not compile 
it. We receive it and I am interested in seeing how much crude there 
is in storage of Texas origin. 

Mr. Hare. You do not know what the Bureau of Mines procedure 
is? 

Mr. Tompson. No, sir; I do not. I never had occasion to inquire, 
but I am sure that it is a highly efficient board or bureau, one of the 
best in the Government, and certainly unprejudiced and unbiased. 
That is true if there ever was one. 

The Bureau of Standards and the Bureau of Mines, I think, are top- 
notch governmental agencies. 








= Alli. 
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Mr. Hatz. That is all of the questions I have now, and I would like 
to study this a little further, Mr. Chairman. 

The Cuatrman. Are there any further questions? 

Mr. Youncer. Mr. Thompson, I think that you have been one of the 
most informative and most interesting witnesses that we have had 
before us. 

Mr. THompson. I certainly want to do whatever I can. 

Mr. Youncer. There is one question, I noticed in the paper yester- 
day, a story about a suit in Oklahoma where some 200,000 barrels of 
so-called bootleg crude had been sold to refineries. Now, I want to 
know whether you have any agreement or understanding with the re- 
fineries that when they buy oil it is oil that has come out of these 
States under the allowable process? 

Mr. TxHompson. Well, the Connally hot-oil law forbids the trans- 
portation of oil across State lines, produced contrary to valid laws, 
rules, and regulations. 

Mr. Youncer. What if it is only intrastate? 

Mr. THompson. Well, there is no way or no law that I know of to 
make that invalid. The way we do in Texas, if we catch someone pro- 
ducing oil illegally it is sued against like an action in rem. We sue the 
oil, and it is sold at the courthouse door and the money goes into the 
general revenues. It cannot go into interstate commerce, either, and 
has to be consumed locally. 

We generally get county road people, they generally buy it and put 
it on the roads. 

Mr. Youncer. You have no understanding as far as the refineries are 
concerned, or any responsibility on their part looking to the source 
of the crude? 

Mr. THompson. Oh, yes; they have to have a tender, like a bill of 
health. When you buy the oil, this tender moves with the oil to show 
it is legally produced. 

Now, this oil that you are talking about, you said it was in Oklahoma. 

Mr. Youneer. Yes. 

Mr. TuHompson. I didn’t know that. If we had oil like that in Texas, 
that would not have a tender and, therefore, it couldn’t get into com- 
merce. That is like the Dyer Act, you can’t move an automobile across 
State lines, or narcotics, or things like that. 

Mr. Youncer. So that as far as Texas is concerned, that can be 
controlled. 

Mr. Tuompson. Oh, yes; we have it strictly under control in 
Texas, except that where the court sells it, the court orders us then 
in the court order to issue a tender, and we try to take that pre- 
caution that we have the court order us to issue the tender and that 
oil can be used within the State, but it can’t cross State lines. 

Mr. Youneer. That is, the State can possess the oil ? 

Mr. Tuomrson. Yes, and it does, and sells it at public outcry, and 
it seldom brings much because it has been in storage so long it gets 
thick and heavy like asphalt. No one profits by it, except the money 
goes into the State treasury. 

Generally, they buy it to put on roads, in our State. The county 
commissioners buy it and they put it on county and city roads, on 
gravel roads. 

Mr. Youncer. That is all, Mr. Chairman. I was just interested 
in that phase of it. ; 
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Mr. Petty. Could I ask one question? 

General, in the new fields in Alberta, are they using any conser- 
vation methods, and have they studied the methods? 

Mr. Tuomerson. They probably have the best conservation laws ever 
written, Alberta and Saskatchewan. When they were getting ex- 
ploration and studies and shooting and geophysical work and geologi- 
cal work, Mr. Tanner, one of their ministers, came and went through 
all of the various States and studied the various statutes of different 
States, and he came to our office, and stayed around there a couple 
of weeks, and took samples of statutes and orders, and the two 
»yrovinces passed splendid conservation laws and excellent laws. I 
flew. they are better than any I have seen. 

That is because they are more recent and can take advantage of 
the advance in technology. 

Mr..Preiiy. That field comes down into Montana, does it not? 

Mr. Tuompson. Well, you have the Williston Basin, but it is not 
the same field. It is the same series of beds, along the hills. 

Mr. Petty. Do they have conservation there? 

Mr. Tompson. I don’t know whether the Dakotas and Montana 
have that. They passed a law this last session. There are 26 States 
that now have statutes, and the only one that doesn’t have a statute 
is California, and they practice conservation pretty well, too. 

Mr. Peitxy. That is all. 

Mr. Tuornzerry. General, I was rather interested in your obser- 
vations, and our chairman’s observations about the fact that the 
Cole committee came to Texas, and saw what was being done at 
that time in the field of conservation. We would be mighty happy 
if this committee would come down and visit us in Texas and see 
how the commission operates at the present time, wouldn’t we? 

Mr. TxHomrson. We would be delighted and we would be glad to 
have them come at a hearing. 

Mr. THornzerry. Would the fall be better when it would be a littlh 
cooler ? 

Mr. TuHomrson. You can come in the hot weather if you like; you 
can come any time, and it is very nice to be here with you, Mr. 
Chairman. 

Mr. Busu. May I make an observation, General: You paid a ver 
high tribute to Pennsylvania, and especially the Bradford area. It 
happens to be my privilege to represent the Bradford area, and my 
first term in Congress. That field was actually and practically de- 
pleted until they discovered this new process of flooding. It brought 
new life to the community and I am not prepared to say what the 
increased life of the field will be, but they continually have been able 
to produce oil through this new process of water pressure. 

Wells that had practically depleted themselves down to where they 
just couldn’t get anything now are producing wells. So I am glad 
to know that that is being done. Perhaps that is a contribution to 
Texas, 

Mr. THomeson. We are greatly indebted to Pennsylvania for that 
water-flood process. 

The Carman. I have a series of questions that I would like to 
ask you, in order that the committee may have as much basic informa- 
tion as possible with reference particularly to how these allowables are 
fixed, and the effect that it may have with respect to price, which is the 
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price to the consumer which is the primary concern of this committee 
at this time. 

Now, the first question I would like to ask is this: Is it the policy 
of the Texas Railroad Commission to establish crude-oil production 
on the basis of “maximum efficient rate” or “market demand.” 

Mr. THompson. Well, first, we see that no waste is allowed to be 
produced. Second, we do not exceed the market demand by statute. 
That is by reason of the law. We cannot produce in excess of market 
demand because it says to do so is waste and is forbidden. 

The Carman, If the purpose of the statute is one of conserva- 
tion solely, should not the State’s interest in the conservation of oil 
end when it has established their “maximum efficient rate” of pro- 
duction ¢ 

Mr. Tompson. No, I think to produce in excess of market demand 
would bring on the same condition that you had, or we had in east 
Texas, namely, it would bring in a prolific field that could produce 
vastly more oil than the market could consume, and then you would 
have the abandonment and loss of thousands of other wells. That is 
in the stripper area and particularly in areas where we are trying 
to water flood. 

The CaatmrmMan. When you limit it to demand, you are affecting 
price, are you not? 

Mr. Tuomeson. I suppose that any limitation at all on supply would 
affect price; I suppose that that is true. 

The Cuatrman. Well, that statement is identical with one that I 
made during these hearings, to which the Governor of Kansas took 
great umbrage, and I did not know whether he knew what he was 
talking about, as much as he thought that I did not know what I was 
saying, or which was the one that did not know what he was talking 
about. 

But you at least have confirmed the thought that I expressed at that 
time. 

Mr. Tuompson. I think anything you have vast quantities of, more 
than anybody would buy at any price, they may take at another price, 
and use it for inferior uses, even putting it on roads. Now, to put 
Pennsylvania crude on a gravel road would to my mind be the most 
terrible kind of waste, because Pennsylvania crude is high-quality 
lubricating crude. 

The Cuarrman. Do you think it comes within the province of a 
State commission to determine the end use of a crude oil ? 

Mr. TuHompson. Not at all. I gave an example, though, if you had 
a grade flood of lubricating oil, and had so much of it you could not 
sell it, they would buy it for asphalt, and certainly I am against end- 
use control, 

The Cuarrman. Well, then, this is more than a conservation statute, 
is it not? 

Mr. THompson, Sir? 

The Cuamman. The principle under which you fix allowables by 
the Texas Railroad Commission is something more than just a ques- 
tion, then, of conservation, is it not? 

Mr. Txuompson. No, sir; solely prevention of waste, under our 
statute is so stated, and we are bound to uphold the statute, and the 
statute says “production of oil in excess of transportation facilities 
or market demand is waste, and is forbidden.” 
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The Cuarrman. If you express the opinion that it is necessary to 
do that to preserve from waste, I suppose you have in mind that it 
is an itiglenbebiie resource and when it has disappeared there is 
nothing to take its place. 

Mr. THompson. That is right. 

The Carman. Under those circumstances, do you favor importa- 
tion of oil, or not? 

Mr. Tompson. I do. 

The Cuatrman. Without restriction ? 

Mr. Tuompson. No; with some reasonable common sense, but I 
don’t believe in having any law to limit importation of oil, because 
I think world trade is a two-way street, and you can’t get people 
to buy from us, unless you buy what they have to sell. 

The CrHarrman. Well, it seems to me that the only justification as 
I see it, maybe with not as much thought as I must give to it before 
I make a definite opinion, but it does seem to me that when you have 
fixed allowables on the basis of “maximum efficient rate” of produc- 
tion, that that comes about to the point where you should end. When 
you talk about waste, then you talk about it should not be used on 
gravel roads. 

There are all of the other end uses to which you may or may not 
be agreeable. That is not the job of a State commission, in my opin- 
ion. That is a question that is a part of our economic policy, and 
it is for individuals. 

Mr. Tuompson. We do have a duty, Mr. Chairman, I am sure you 
will agree with me, to enforce the statute, and we don’t make the 
statute; we are simply administrators of the statute, and I think it 
is a wise statute, the market-demand statute. 

The CHatrman. Well, now, do you have that in your statute, in 
Texas? 

Mr. Tuomrpson. Yes; I am quoting from it. 

The Cuarrman. Will you be kind enough to supply this commit- 
tee with a copy of that statute ? 

Mr. THomprson. Oh, yes; that is what we are administering, that 
is section 9 of the act, and I will furnish you a copy. 

The Carman. So that we can get this into a good form for the 
record, I would like to have you describe for us just how the Texas 
commission proceeds to set the allowables each month. Now, by that 
I mean a description of the actual procedures. 

I understand you accept certain nominations from various oil com- 
panies and based on these nominations you set your allowables. 

Now, just how do you do it, and will you explain the whole matter 
step by step ? 

Mr. THompson. Yes. Exactly what we do, we first send out notices 
of a hearing. 

The Cuarrman. To whom? 

Mr. Tompson. To all of the operators in the State, and in the 
public press, so anybody concerned can come to the hearing, just like 
this hearing here. We give the time, and the place, and the te. 
Then we notify all of the people who wish to purchase oil that if 
they will nommate the amount of crude oil they wish to buy and 
send it in to the commission, prior to the hearing, and then come to 
the hearing and substantiate their application, we will give them the 
oil they need to have. 
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We also have the Bureau of Mines estimate of market demand. 

The Cuarrman. Now, before we get to the Bureau of Mines, you 
send out that general notice, once a month ? 

Mr. Tuomrson. Each month. 

The Cuamman. With relation to what month? 

Mr. Tompson. Well, we send the notice out for the August hearing 
in July, and the hearing will be the 18th day of August. 

The Cuamman. How many notices do you send out? 

Mr. Tuompson. About 6,000 notices. 

The CuHarrman. How many appear? 

Mr. THompson. Generally about 250. 

The Cuarrman. Who appears, the large operators, cr small opera- 
tors? 

Mr. Tuompson. Well, all sizes, big and little. 

The Cuarrman,. Are the big ones always there? 

Mr. Tuomeson. Well, I suppose you could say that some representa- 
tives are there for nearly every principal purchasing company, because 
we call upon them to testify. 

The Cuairman. All right, what I have in mind 

Mr, Tuompson. When you say all of them, it is pretty hard. 

The Cuarrman. Do major oil companies have there representatives 
present ? 

Mr. Tuompson. Yes, sir. 

The Cuatrman. Do they make returns to you, as to their recom- 
mendations? 

Mr. Tuomrson. They have mailed their bid in, and the nominations 
are mailed in to the commission, and then they are all listed on a 
sheet and handed out to everyone. 

The Cuarrman. What does that nomination consist of, what does 
it say ? 

Mr. THompson. It says when for the month of August, we expect 
to buy and make a firm bid to buy the following barrels of oil, various 
types, and various districts of the State. Then we add all of those up. 

he CuarrMan. That is what they notify you as to the amount they 
desire, that they will purchase during that particular month? 

Mr. Tuompson. During the month of August, the next month, and 
we fix it, or hold the hearings during the month, say, the 18th, and then 
we will set the September allowable on the 18th of August. 

The Cuarrman. Then, do each of the big companies, major com- 
panies, send in their recommendations of that kind? 

Mr. Tuompson. Each purchaser, big and little alike, and every re- 
finery that buys oil and every shipper who wishes to ship oil, nomi- 
nates how much they wish, and where they wish to get it, that is, what 
fields? That is all totaled and put out on a sheet for the commission, 
and for everybody in the hearings, and we run over about 250 of them. 

The Cuarman,. That has nothing te do, then, with the efficiency 
rate of recovery, has it? 

Mr. Tuomrson. This comes after your waste prevention. 

The Cuairman. That has nothing to do with that. 

Mr, Tuomrson. Except that production in excess of market demand 
is a waste, in our statute, and it is forbidden. 

Mr. Hesevtron. I am not clear, General, as to whether in these 
monthly meetings you give consideration to things you call eliminat- 
ing waste. I realize there are conservation measures, but is it not a 
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fact that month by month the major and perhaps the only considera- 
tion given to fixing the allowables for the next month, is the accumu- 
lated testimony as to nominations. 

Mr. Tuompson. No, all through the hearing you will find examples 
of waste evidenced, and we have hearings as many as 14 a day, and 
the average is about 14 a day, on specific fields, and all of the records 
of those special hearings, and all past records, are made a part of 
the proceedings in that current one. We have hearings on specific 
fields. 

Mr. Hesevron. I am sure that I recall seeing a transcript of hear- 
ings. Would you be willing to send up to the committee the last six 
transcripts # 

Mr. Trompson. Transcripts of the last six statewide hearings? 

Mr. Hesevron. Yes. 

Mr. Tuompson. I will be glad to. 

The Carman. In that connection, so that we can get this story 
just as complete as it is possible, I would first, as I have already re- 
quested, I would like to have a copy of the Texas statute. 

Mr. Tuompson. That is right. 

The Cuarrman. And then I would like to have a copy of the notice 
that is sent out. 

Mr. Tuompson. Notice of hearing, you mean / 

The Cuarrman. That is right, and then I would like to have some 
sample of the return that you receive, either by personal representa- 
tives being present, or by communications. 

Mr. Tuompson. I will send you a copy of a complete return from 
every one. It is a pad about that thick findicating| 

The Cuamman. After that has been done, then what happens next ? 

Mr. Tuomrson. Well, we have sent out the notice ‘tail ho receive 
the nominations, and we have the hearing at which time the nomina- 
tions are confirmed. 

The Cuamman. What do you mean by confirmed ? 

Mr. Tuompson. By a witness, subject to examination by anybody 
in the crowd, and everybody asks questions in the hearing and any- 
one can get up and ask any witness a question, and it is kind of like 
an open town meeting. 

The CHarrMan. What form does the question usually take, when 
a major company comes before you and states that in the coming 
month they will purchase so much oil and they would like to do it from 
that, or this or the other field? What would be the testimony that 
you would hear on that? 

Mr. TuHompson. Some people would say that company is seeking to 
get oil from fields in which it has most of the wells itself, and that 
is objected to because naturally if a man has the majority of produc- 
tion in a field, he would like to take strongly from that field. That 
is to deny all of the others. That is also objected to, and we take the 
total and then allocate the total among the fields of the State. That is 
in emmys as they are able to produce. 

ut first of all, when you get ready to make the order, after the 
hearing is finished and all of the testimony is in, we have to subtract 
from the amount of oil that is going to be allowed to be produced, 
say, 3 million barrels, a round figure, there is 475,000 from marginal 
wells that we are not allowed to prorate in any way, because they are 
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less than so many barrels for the department. That is less than 20 
barrels for 3,000 feet. 

A pumping well that cannot produce more than 20 barrels, for 30 
consecutive days, is called a marginal well, and there is no restriction 
whatever on that. There are 485,000 barrels from those wells. That 
is subtracted from the total. 

Then the balance is allocated fairly and ratably among the fields 
of the State, and then within each field it is prorated to each well. 

The CuarrmAn. Do you take the figures that are recommended to 
you, or do you change them? 

Mr. Tuomrson. We try to make them as big as we can, and use the 
top figure, unless we have evidence of accumulated stor age. 

The Cuamman. What source of information do you have as to 
the demand in that particular month, other than that which you get 
from the individuals who reply to your notice of hearing? 

Mr. THomrson. We keep up through the press and the journals and 
the trade journals of all sorts and the reports of the Bureau of Mines, 
and especially the best key, Mr. Chairman, is the state of the stocks 
on hand. If your stocks are increasing, it shows you are producing 
more oil than is being consumed, of your oil, and if your stocks in 
storage are dropping, it shows you can increase. 

Then the season has a good deal to do with it, because within the 
last 3 years the peak consuming season of oil has shifted from summer 
to winter, and we know those seasonal changes from past experience. 
Wintertime, since oil heating has become so greatly increased in num- 
ber, wintertime now, the fourth and first quarters are the large con- 
suming months. They drop off very perceptibly in the second and 
third quarter. 

Mr. Youncer. Would you yield for just one question here, and it 
fits right in here and I would like to have the record straight on this. 

In your statement you said that the State has a reserve producing 
ability of 600,000 barrels per day. 

Mr. TuHompson. Yes, sir. 

Mr. Younger. Now, is that reserve production in conformity with 
your conservation principles? 

Mr. Tuompson. There is that much more oil could be produced if 
we had the demand or the need. 

Mr. Youncer. And still comply with conservation ? 

Mr. Tuompson. At the most efficient rate; yes, sir. 

Mr. Younger. So that when you get ‘the demand from these 
companies—— 

Mr. Tuompson. The requests to buy. 

Mr. Youncer. Anything up to 600,000 barrels more than you are 
producing now, you would allow ¢ 

Mr. THompson. Gladly, and readily, and be happy to do it. If we 
could get anybody to sell it, but we can’t drink it. 

Mr. Youncer. That is all. 

The Carman. When you have received these recommendations, 

you rg ou look at trade magazines and other sources, newspapers—— 
HOMPSON. Yes, sir. 

The Cuarman, And calendars. 

Mr. Tuompson. Yes, sir. 
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The CHarrman. What information could you get from them that 
would determine whether that particular company was going to buy 
that particular amount of oil. 

Mr. Tuompson. On nothing, not companywise. 

The Cuarrman, What is the purpose of looking at those? 

Mr. THompson. That is determining total demand. If you see more 
automobiles in use, you know there is going to be more automobiles. 

The Cuarrman. Is that with the idea that you will change the recom- 
mendations that have come to you from the several companies? 

Mr. THompson. Yes, we continue to stay with that. 

The Cuamman. Do you change their recommendations? 

Mr. THompson. We nearly always give them more than they want, 
and they are not unanimous in anything, Mr. Chairman. 

The Cuamman. No, but I am speaking now the total is made up 
of the individual recommendations; is it not? 

Mr. Tompson. No, it is not. 

The Cuarrman. What makes up the total? 

Mr. THompson. The first total that we have, we total the nomina- 
tions, but that doesn’t follow that we fix the allowables at the total 
nominations. 

The Cuarmman. I did not say that. I said that that is the basic 
figure that you have to work on. 

Mr. Tuompson. We start working with that and then we look at 
the state of the stocks. 

The Cuamman. What better information can you get than from 
the companies themselves as to what they intend to purchase in that 
month ¢ 

Mr. THompson. Well, that is pretty good information, except you 
get them up, a fellow will say he wants four times what he wants 
because if he can raise the allowable away up, he will get more oil out 
of his particular fields than from the State as a whole. 

In other words, in order to satisfy some buyers, he would nominate 
five times what he wanted. 

The Cuamman. Then is the idea that you balance the nominations 
or recommendations, whichever you term them, with what you con- 
sider to be the demand for that particular month? 

Mr. Tuompson. Yes, our statute says the commission shall have 
the duty to ascertain the market demand. 

The Cuaimman. Now, do you obtain the demand, your figure of 
demand ? 

Mr. Tuompson. That is what I have been telling you, demand is 
nothing but what you can sell. 

The CuarrmMan. How do you get that? 

Mr. Tuompson. I have just told you how we did it. 

The Cuarrman. I am sorry, I did not grasp it. 

Mr. Tuomrson. We get nominations and we take testimony on 
those nominations, and then we look at the stocks on hand, of Texas 
crude, and if stocks are going down we increase the allowable, and 
if stocks are increasing, we decrease the allowables. 

The Cuarman. Then you have before you figures—— 

Mr. THompson. The Bureau of Mines stocks. 

The Cuarrman. That is figures not merely of the State of Texas, 
but elsewhere? 
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Mr. Tuomprson. The whole Nation, yes. 

The CHatmrman. The whole Nation? 

Mr. Tompson. Yes, sir. 

The CHimman. Now, who makes up the figures that you use on 
that basis? 

Mr. Tx1ompson. We use the Bureau of Mines reports, they put out 
weekly reports. 

The CHarrmMan. Then it comes back finally to the figures of the 
Bureau of Mines? 

Mr. Tuompson. On stocks, I am talking about. 

The Cuairman. I am speaking about demand. 

Mr. Tuomeson. We get this one estimate from the Bureau, which 
I have told you is an estimate, and we think it is an informed estimate 
and I have tried to pay tribute to it the best I could. 

The Cuarrman. When they give you their estimate does it relate 
only to Texas, Texas crude? 

Mr. THompson. Yes. 

The CuairmMan, Does the estimate from the Bureau of Mines relate 
only to ‘Texas or to all of the producing States? 

Mr. THompson. The telegram they send us says it is estimated that 
Texas crude will be required for each and every day of August, so 
many barrels. 

The Cuamman. How does that compare with what you have re- 
ceived through your hearings? 

Mr. THompson. The nominations, you mean ?¢ 

The Cuamman. Yes. 

Mr. THompson. Well, they are never the same. 

The Cuatrman. How far do they differ? 

Mr. Tuompson. I should be glad to send you, say, 6 Bureau of 
Mines’ estimates, and the nominations for 6 months, so you can put 
them together, and I don’t recall 

The Cuairman, That would be very helpful. 

Mr. Tuompson. Then it would be right on the figure for you, and 
you would have the exact figures. 

The Cuamman. What figures do you accept; do you accept your 
figures based on that? 

Mr. Tuomrson. We are not bound by figures and we try to figure 
out and use our best judgment according to the statute. 

The Cuarrman. Now, let me ask you the question first: You con- 
sider the nominations that have been made; do you not? 

Mr. Tuompson. That is one item. 

The CuamMan. That is one item. 

Mr. Tuompson. Yes, sir. 

The Cuarmman,. Now, then, you consider what the Bureau of Mines 
says; do you? 

Mr. Tuompson. That is right. That is two. 

The Cuarrman. Now, if there is a difference, how do you determine 
that? 

Mr. Tuompson. Well, we try to look at the most important things. 
I have also been emphasizing the status of stocks on hand. 

The CHamman. Well, I take it you mean stocks in Texas or stocks 
generally ¢ 

Mr. Tompson. Stocks of Texas origin. 
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The Cuarrman. How is that? 

Mr. Tompson. Texas origin crudes, this stock report that comes 
out each week, how much we eve on hand, which I just gave up there 
to Mr. Hale, I believe it was. 

The CHarrmMan. When you get a telegram from the Bureau of 
Mines, does it only give you the amount to be produced in Texas, or 
does it also give you the amounts that are to be produced also in the 
other States? 

Mr. THomeson. The telegram doesn’t say anything about produc- 
tion, it says the market demand, estimated market demand for Texas 
crude for each and every day of the month of July, is so many barrels. 

The Cuamman. Do they give you the overall national demand ? 

Mr. THompson. It doesn’t say anything about production, it just 
says how much is needed, this can come either out of stocks or current 
production. They don’t try to tell you what you must do, or how to 
do it. They just give you an estimate on what they think the market 
demand is going to be. 

The Cuairman. Well, it is difficult for me to understand how that 
kind of information going to the several producing States could be 
arrived at in an accurate way. 

Mr. Tuompson. I am sure the Bureau could tell you how they did it. 

The Cuatrman. We will have to have the Bureau officials here. 

Mr. Tuomrson. We had them down before us one time. 

The CHatmrMan. Because, it seems to me that there is a lot to what 
the gentleman from Massachusetts stated awhile ago, that the same 
effect is being arrived at by the operation of statutes either in Texas 
or in Oklahoma, and these different States, together with the Bureau 
of Mines, to accomplish a purpose that could not be done by these 
companies if they sat down around the table themselves, and yet that 
seems to me to be what the effect is. It is the same result. 

Mr. Youncer. Will you yield for one question there ¢ 

To clarify the record, does the report from the Bureau of Mines 
give the demand, or does it give the stocks on hand ¢ 

Mr. THompson. We have two reports. The telegram I was telling 
the chairman about comes once a month, and that tells us what their 
estimate of market demand for Texas origin crudes will be. That 
doesn’t mean it must be produced; it can either come out of storage 
or current production or both. 

Mr. Younger. Now, your other report is what? 

Mr. THompson. That comes out weekly and it shows the status of 
stocks of various originating crudes. 

Mr. Younecer. And it shows the stocks of Texas crude for any place 
in the United States. 

Mr. THompson. Yes; because it carries its name right on there. 

I should be glad to furnish one of those along with the other infor- 
mation for the committee. 

_ Mr. Heserron. What, if any, consideration do you give to estimated 
imports ¢ 

Mr. THompson. We take a look at them, and we have to, because 
if they imported as much as the whole United States produced—— 

Mr. Hesevron. Where do you get it from ? 

Mr. Tuomrson. We get that information from the Bureau of Mines 
each week, or monthly, and it gives the past month, and generally 
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they are about a month behind and you get it out of the newspapers, 
and I get it out of this little oil daily published in Chicago and I 
subscribe to that. 

Mr. Heseiton. You take the record of imports of the preceding 
month, or do you take an estimate of the imports for the next month ? 

Mr. Tuompson. We have been getting reports from the companies 
on what they expected to import because they have been jumping up 
the imports perceptibly, and our operators, of course, didn’t like it 
because it meant reduction in allowables. 

In the fourth quarter of 1952 imports jumped 45 percent over the 
fourth quarter in 1951. That was a pretty large jump. 

Mr. Heserton. Do the companies actually submit to you their esti- 
mated imports for the following month? 

Mr. Tompson. Yes. 

Mr. Hesetron. So there again it goes straight back to the fact that 
the companies control the basic information ? 

Mr. THomrson. The companies didn’t rush up to us and give us the 
figures. We had to get them down thers before us and we had them 
on the witness stand. 

Mr. Heseiton. What I say is the co npanies, through furnishing 
these reports of stocks to the Bureau of Mines and in furnishing the 
nominations to the Texas board and to vhe other boards, and in fur- 
nishing information as to what they invend to import, control basic 
information. 

Mr. THomrson. Who else could tell you how much stocks there is on 
hand? 

Mr. Hesevton. Is that not true, though ? 

Mr. Tuomrson. Who else could tell you how much stocks they have 
except the follow who has it in his tank? 

Mr. Heserron. Exactly. 

Mr. TxHompson. You can’t reach wp in the air and get it. I 
couldn’t. 

Mr. Heserron. That is right. They still control the basic infor- 
mation. 

Mr. THomrson. That is right. You can state it any way you wish, 
but I am telling you how we do it. 

The Crarrman. I regret that there is a call of the House that will 
necessitate our recessing. 

Mr. Tompson. May I be excused? 

The Cuarmman. During the recess? 

Mr. Tuomrson. To go home. I have got work to do, Mr. Chair- 
man. 

The Cuarrman. You know we do not often get a witness before us 
who is as well informed as you, and do you realize that your 20 years 
of experience qualifies you in a way no other witness that we have 
before us does, and do you realize that the sincerity with which you 
speak and the frankness with which you answer our questions is 
such that we cannot let a man like you go. 

Mr. Tuompson. I give up. All right, I will have to stay. 

The Cuamman. We will recess until 2 o’clock. ‘ 

(Thereupon, at 12:10 p. m., the committee recessed, to reconvene at 
2 p. m., same day.) 
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AFTER RECESS 


The CuatrMan. The committee will come to order. 

I think when the session ended this morning we were endeavoring 
to get a statement that would show the exact procedures under which 
the allowables were fixed. I don’t remember just how far we had got- 
ten. It seems as if we got off on divergent lines at times. But I think 
we can soon pick up where we were. 

If I remember correctly, | was endeavoring to ascertain how you de- 
termined from the figures that you got from the Bureau of Mines as to 
just what should be the allowable in Texas as compared to other States. 
Just how is that done? Do you know in Texas that it should be so 
many barrels, and that Oklahoma knows theirs should be so many, 
and the different States, or just how does that come about? 


STATEMENT OF ERNEST 0. THOMPSON, CHAIRMAN, THE TEXAS 
RAILROAD COMMISSION—Resumed 


Mr. Tompson. Mr. Chairman, we do not take into consideration 
what the other States are doing. In Texas we just consider the outlet 
for Texas oil. As you remember, we had gotten through the notice 
and the nomination, and the hearing and the testimony down to the 
point where you asked me how we finally decided how much oil to be 
allowed to be produced in Texas each day. I had said that we con- 
sidered the Bureau of Mines estimate as a help and aid, as an estimate 
of how much oil would be needed from Texas. Then we had the report 
of the Bureau of Mines, the weekly report, as to how much stocks were 
on hand and whether or not the stocks were declining, being with- 
drawn from storage or whether they were building up. We take the 
Bureau of Mines estimate which we have many times asked them and 
had answers from them, that that is in no ways a directive or order. 
It is simply their best judgment as to the amount of crude of Texas 
origin that would be needed each day the following month. We have 
asked them specifically if that oil was to come from current production 
or out of storage. They have repeatedly told us that that was not of 
their concern, but just their best estimate of how much oil would be 
needed. It could come either out of storage or current production or a 
combination of both. So then after we have how much oil is wanted 
to be bought and how much the Bureau thinks should be produced or 
will be needed, then we look at the stock figures and if they are going 
down, we figure they will be needing as much oil the Bureau has said 
would be needed, plus the storage should be built up a little bit more, 
we would add more than the Bureau said. 

If we think the Bureau figure is about right and stocks are piling 
up, we may allow less than the figure so the stocks can be worked down. 
The commission goes into conference after all the testimony has been 
had, and decides on about what the figure will be. We don’t exactly 
decide on the number of barrels, we decide on the number of days 
operation that will furnish that amount of oil and we always try to 
furnish more instead of less than the amount of oil required. 

One thing that apparently the Bureau does not take into account 
is the production of natural gasoline and distillates which, in Texas 
today is 414,571 barrels per day, which is more oil than any State 
produces, save 5 : California, Louisiana, Oklahoma, Kansas, and Texas, 
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414,000 barrels of natural distillates. It really means more than that 
many barrels of crude because a distillate is partly refined. It comes 
out of the ground with high gravity. 

So that should be added to it. Last month, for example, when you 
add the distillates to it, our allowable over the Bureau of Mines figure 
is 346,920 barrels per day, which certainly should be ample. 

The CrHarrman. I have before me a telegram that Congressman 

Wright Patman inserted in the Congressional Record as of March 21, 
1946. Your telegram, reading in part as follows: 
Our commission is of the opinion that OPA price controls are no longer neces- 
sary in the oil and petroleum products line. There are huge surpluses of crude 
in storage and top heavy surpluses of gasoline. Today finished gasoline is run- 
ning over the tanks and piling up wastefully. 

The question I would like to ask in that connection is this: In view 
of your opinion at that time, can you explain why it was that crude 
oil prices jumped from $1.25 a barrel at a time of your communica- 
tion to $2.65 a barrel within a period of 18 months, that is between 
April 1, 1946, and December 7, 1947. 

Mr. Tuompson. No, sir. I do not have any opinion on that. I do 
not have any explanation of it because there was an ample supply, 
as I indicated in my telegram. 

The CHatrmMan. Would it seem to you, then, that price does not 
depend entirely upon supply and demand? 

Mr. Txomrson. Price does not depend entirely upon supply and 
demand; no, sir. The price of oil, that is. Because you have to con- 
sider the cost of drilling and producing as well as supply and demand. 

The CHamman. In that 18 months there was a jump of nearly 
three times, two and a half times. Had there been such an increase in 
cost to justify a jump of that kind at that time? 

Mr. THompson. Mr. Chairman, [ hope you understand that we get 
no figures on cost reported to us. We have no reason to consider cost. 
But out of general opinion, and general knowledge, I know that costs 
have increased quite considerably. 

The Cuarman. I had hoped that because of your large experience 
in connection with the oil industry, and in view of that statement that 
I read, which you made, which for instance, “Today finished gasoline 
is running over the tanks and piling up wastefully,” that you might 
be able to give some explanation of why the price would jump from 
$1.25 a barrel to $2.65 in a period of 18 months. 

Mr. THompson. What was the date of that, 1946? 

The Cuarmman. The date of 1946 was between April 1, 1946, to 
December 7, 1947. Your telegram was dated March 21, 1946. 

Mr. Tuompson. Had we not had during the war period a pegged 
price all during the period? Had we not? 

The CuarrMan. | assume we had, because you take the position 
here that the commission is of the opinion that OPA price controls 
are no longer necessary. 

Mr. Tromprson. Since there was an abundance of crude, I think 
it was a sound telegram and I am still of the same opinion. 

The Cuamman. It indicated that you had some knowledge of price 
or you would not have advised that in your opinion the OPA price 
controls were no longer necessary because there was a sufficient supply 
to meet demand and more supply than was necessary. 

Mr. Tuomrson. That is exactly right. 
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The Cuamman, Then you did have some idea about price at that 
time. 

Mr. Tuompson. Yes, I am sureI did. But I am talking about the 
exact figures of cost increases. Since they do not report them to us, 
Mr. Chairman, I know generally that they have increased. 

The Cuamman. But you are not able, in view of your statement 
in the telegram and what happened afterward, to give any explana- 
tion to this committee of that increase ? 

Mr. TuHomrson. About the increase in price? No, because I have 
nothing to do with that. I know we have plenty of gasoline on hand, 

The Cuarrman. I realize you have nothing to do with it, but I 
thought maybe you could express the opinion. 

Mr. Tuompson. I do have very definitely the opinion, and I feel 
of general knowledge that the cost of drilling has increased greatly, 
principally because we have had to drill deeper, and every time you 
drill deeper the cost goes up geometrically, instead of arithmetically. 

The Cuarman. Then at the time you sent that telegram, you real- 
ized that if they were taken off, the price would go up? 

Mr. Tuompson. I hoped that would, yes, sir. 

The Cuarmman. As much as they did? 

Mr. THomrson. I don’t know how much. 

The CuarrmMan. It went up from $1.25 to $2.65 in a period of 18 
months. 

Mr. Tompson. I have an idea that was arrested development that 
should long prior thereto have happened. A pent up cost piling up. 
My whole concern, as I explained earlier in the testimony, is to have 
an adequate reserve supply in case of war. We must have that, and 
you could not have it if you have a diminishing—I mean an increas- 
ing—cost at the same price. But I cannot give you definite figures 
because they do not report to us on price. It is not within our scope 
of inquiry. 

The Cuarrman. Now may I call to your attention a statement in 
the Federal Trade Commission report on the international petroleum 
cartel as given to the Senate Small Business Committee at the 2d 
session of the 82d Congress, committee print No. 6, page 214: 

The basic method of proration of domestic production developed under the 
interstate coal compacts includes: (1) preparation by the Bureau of Mines 
of the Interior Department of a monthly forecast of the total quantity of 
domestic crude oil which, added to expected imports, will supply the quantity 
of crude oil and petroleum fuel products estimated to be needed for domestic 
use and an export during the ensuing month. (2) State authorities follow 
these estimates in determining the total allowable production for their respec- 
tive States. (3) Each State authority then allocates its total allowable pro- 
duction to the various producing fields and wells within its political jurisdiction. 

Is that a correct statement of how proration works? 

Mr. THompson. No, sir; not at all. 

The Cuarrman. In what particular would you differ with it? 

Mr. Tuompson. It makes an inference that there is some kind of 
an insidious scheme worked up, which is not a scheme at all. The 
Bureau of Mines gives an estimate of what the imports are going to 
be, and what the demand is going to be. That is a factual statement. 
They do that, just as I have outlined here today. But I don’t know of 
any connection with any cartel, just because the Bureau of Mines 
puts out a report on what the expected demand for crude is going 
to be from a particular State. 
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The CuarrMan. Pardon me. 

Mr. Tompson. Then the next thing it says the State authorities 
follow this. We use it as the best guide we can, but we examine it 
carefully in the light of the buyers in our area, and I am sure we have 
many, many buyers that are not affected at all by any big company 
plan. I read that long Tariff Commission report. There they seek 
to buld up some terrible scheme and said it was conceived in some 
Scottish castle, and goes right down to the proration authorities 
of each State. I never have been able to see how ayone could build 
up such a scheme as that, when I know how it worked out in our 
State. And you, Mr. Chairman, helped us work it out in Texas. 

Mr. Heserron. May I inquire? 

The Cuarrman. Yes. 

Mr. Heseiton. What would be the effect, General, if a law were 
passed prohibiting the Bureau of Mines to make these estimated 
demands? 

Mr. THompson. It wouldn’t affect us at all. 

Mr. Hesevron. It would not affect you at all? 

Mr. Tuompson. No. We would just have one less guide to help us. 
But we would go ahead and use these stock figures, Mr. Congressman. 

Mr. Heseuiton. I am saying you suppose the Bureau of Mines is 
prohibited from furnishing stock estimates or anything else in this 
field. 

Mr. Tuompson. Not put out any stock figures even ? 

Mr. Hesevron. Yes. 

Mr. Tuomrson. I don’t see why we should be denied the information 
on how much stock we have on hand, any more than we would be 
denied the number of bales of cotton carried over from last year. 

Mr. Hesevtron. You do not have the same situation in fixing the 
price of cotton. What I am trying to get at is if these activities on the 
part of the Bureau of Mines were eliminated so that you did not have 
that information, do you then think that companies might be con- 
cerned in making their nominations; that they would be then violating 
the antitrust laws? 

Mr. Tuompson. If the companies in response to a legally consti- 
tuted authority like our commission answered how much oil they 
would buy, no, they would not be violating any law. We would get 
along the best we could without the Bureau of Mines. 

Mr. Hesetron. Would you be perfectly willing to have the Bu- 
reau of Mines eliminate those activities ¢ 

Mr. Tuompson. I wouldn’t be willing to do it, but I say we could 
get along and probably do a fairly good job. It is best to have as many 
aids as you can, just like in navigation. I wouldn’t say throw it away, 
because I have expressed my gratitude for it. But if you say fight to 
take it away, we would go ahead and operate under our State law. 

Everything I have said here is what we do under a valid State 
statute, tested in many cases in our courts. <All we do is administer the 
statute. We stay strictly with the statute because we have found every 
time we vary a word from it, we get stricken down. 

For example, we have just finished a case called the Sprayberry 
case in west Texas, where there was 220 million feet of gas being 
vented into the air, in a new field where the pipeline, connections have 
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not yet been made, and there were no connections for the flare gas 
that came with the oil, no pipeline. So we shut the field in completely, 
until the gas could be utilized. The court said 4 weeks ago in its 
opinion that the statute of Texas did not use the word “completely” 
shut in, so we couldn’t shut the wells in completely. So we shut them 
in 11 days instead of completely. What we were trying to do was to 
protect correlative rights of the owners who did not have a gas pipe- 
line connection for their flare gas. 

There were 1,100 wells that had connections and 1,200 that did not. 
To let the 1,100 produce their oil and drain from the 1,200 that did not 
have gas connections for their vented gas, in our opinion would do 
violence to the law of protecting correlative rights, because they 
would be draining from their neighbors underground. 

Mr. Hesevton. The commission was proceeding in that case on a 
purely conservation basis? 

Mr. Tuompson. Surely, waste prevention. 

Mr. Hesevton. And that case is still being contested, is it not, further 
on the appeals? 

Mr. TuHompson. The supreme court decided it 3 weeks ago against 
cur commission. 

Mr. Hesexron. The United States Supreme Court or the Texas 
court # 

Mr. Tuompson. No, in Texas. It will not go to the Federal Court. 
There is no Federal question involved. The Federal court said in 
the Pullman case that 9 years of needless delay had been caused in 
efforts of conservation because lower Federal courts were taking 
jurisdiction when they should leave it to the States, because ample 
review was furnished in the Supreme Court of Texas. So we had 9 
years of confusion because we were constantly having injunctions in 
the Federal district courts. 

Mr. Tuornperry. Mr. Chairman, I realize the chairman has a policy 
of not going too far on this, but I wonder if he would yield for one 
observation. I am sure the gentleman from Massachusetts, my col- 
league, would not want to leave the impression that the estimates 
furnished by the Department of Agriculture on the production of cot- 
ton has nothing to do with limiting production. The law passed by 
the Congress provides that when it is estimated a certain number of 
bales will be produced, the Secretary of Agriculture shall impose 
quotas on production, and shall limit production, if cotton prices are 
going to be supported. 

The Cuarmman. I think he was referring to the cotton raised in 
Massachusetts. 

Mr. Txornperry. I see. 

Mr. Hesevton. I am happy you brought that out. 

Mr. THornserry. Thank you, Mr. Chairman. 

The Cuamman. General, you said that you differed with the state- 
ment that I read from the report of the Federal Trade Commission. 

Mr. Tuompson. I read the report. 

The Cuamman. I was not aware from what I read to you a moment 
ago whether it was any different from what you have testified to this 
morning. There is no reference to cartel in what I read to you. 

Mr. Tuompson. I read the whole report, Mr. Chairman. 
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The Cuamman. All right. Let us take this: You said that your 
opinion was very much different from this. Let’s see where you differ. 
I will read it sentence by sentence: 

First : 

The basic method of proration of domestic production developed under the 
interstate oil compacts includes (1) the preparation by the Bureau of Mines of 
the Interior Department of a monthly forecast of the total quantity of domestic 
erude oil which, added to expected imports, will supply the quantity of crude 
oil and petroleum fuel products estimated to be needed for domestic use and 
export during the ensuing month. 

[s that not about what you have said ? 

Mr. Trompson. Not at all. It starts out with the wrong premise. 
It says the interstate-oil-compact method of—what was it? What 
were the words? The interstate-oil-compact method ? 

The CHatrman. No; I merely said the basic method of proration 
of domestic production developed under the interstate oil compacts 
includes. 

Mr. THompson. Yes, sir. Well, the interstate oil compact does not 
touch that top, side, or bottom, and that does not touch the interstate 
oil compact in any way. The interstate oil compact in article I sets 
up what the agreement is. 


This agreement may become effective—— 


The Cuarrman. I am speaking about the basic method. 

Mr. THompson. There is no basic method in the interstate oil com- 
pact about any kind of proration. 

The Crarrman. I did not say it was in the act. I said it was 
developed under—— 

Mr. Tompson. The interstate oil compact commission did not 
develop any method at all. We were doing this before the compact 
was ever created in Texas. 

The Cuarrman. I do not see the sign:ficance. If the balance of the 
statement is correct, that is what I am interested in, more than I am 
in that preliminary clause. 

Mr. THomrson. The preliminary clause is the dangerous part. It 
ties some insidious thing to the compact which the compact does not 
have a thing to do with. 

The CuarrMan. So that there will be no misunderstanding, I will 
let you look at that and then you read it and tell me where you differ 
in it. 

Mr. Tuomrson. Yes, sir. 

In the first place, Mr. Chairman, it says, “The basic method of 
proration of domestic production developed in the interstate compact 
includes.” Now, the compact does not touch it anywhere. The com- 
pact says (1) the States shall have statutes forbidding the operation 
of any well within an ineflicient gas-oil ratio; (2) the drowning with 
water of any stratum capable of producing oil or gas or both oil and 
gas in paying quantities; (3) the avoidable escape into the open air 
or the wasteful busted of gas from a natural-gas well. 

Under (d) the creation of unnecessary fire hazards. 

(4) The drilling, equipping, locating, spacing, or operating of a 
well or wells, so as to bring about physical waste of oil or gas, or loss 
in the ultimate recovery thereof. 
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And (f/f) the inefficient, excessive, or improper use of the reservoir 
energy producing any well. 

The enumeration of the foregoing subjects shall not limit the scope of the 
authority of any State. 

That is all there is to the compact. 

The Cuarmman. All right. 

Now, read what I put before you. 

Mr. TxHomrson. It says: 

The basic method of proration of domestic production developed under the 
interstate oil compact includes. 

The Cuarrman. Is there anything there that says that that is 

Mr. THompson. Sir? 

The Cuamman. Is there anything there that says that that is in the 
compact law ¢ 

Mr. Tuomrson. It says developed under the interstate oil compact. 

The Cuarmman, It is a practice; it is a custom. 

Mr. THomrson. We were doing it before the compact was ever cre- 
ated in Texas. The compact was created in 1935. 

The Cuarrman. Let us pass on to No. 1. 

Mr. Tuompson (reading) : 





The preparation of the Bureau of Mines of the Interior Department of a 
monthly forecast of the total quantity of domestic crude oil which, added to 
expected imports, will supply the quantity of crude oil and petroleum products 
estimated to be needed for domestic use and exports during the ensuing months. 

The Cuatrman. Is that a correct statement ? 

Mr. Tuomrson. No, with this exception. It is correct except that 
the States decide themselves what they will produce and not what 
the Bureau tells them to do. 

The CuarrMan. I did not know it says that the Bureau tells them. 

Mr. THompson. The preparation by the Bureau of Mines. 

The Cuarrman. Just read the words that indicated to you that the 
Bureau told them what to do. 

Mr. Tuompson. It says in the second paragraph that the State 
authorities 

The Cuarrman. We are talking about the first paragraph. 

Mr. Tompson (reading) : 





The preparation by the Bureau of Mines of the Department of the Interior 
of a monthly forecast of the total quantity of domestic crude oil which, added 
to expected imports, will supply the quantity of crude oil and petroleum fuel 
products estimated to be needed for domestic use and expected exports in the 
ensuing months. 

The Cuarrman. In other words, paragraph 1 is correct. 

Mr. Tompson. The preparation. It says they do prepare. But 
it is not a part of a system. 

The Cuarrman. That is what I am trying to get into your mind. 
No. 1 is all right. Now read No. 2. 

Mr. THompson (reading) : 


State authorities follew these estimates in determining the total allowable 
production for their respective States. 

The Cuarrman. Is that right or wrong? 

Mr. Tuompson. It is wrong. 

The CuarrmMan. You don’t follow them at all? 
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Mr. THompson. We use them as an indication, but only as an indi- 
cation. We have a right to exercise our own judgment and we do do 
it. Iam not going to sit here and tell you we do something we do not 
do, Mr. Chairman. You wouldn’t want me to do that. 

The Cuarrman. I wouldn’t want you to. Now take No. 2. 

Mr. THompson. I don’t want to be led into saying something I 
don’t do. 

The Cuatrman. Now, take No. 2 and change the word “follow” to 
“use” and see if you will agree with it then. 

Mr. Tuompson. I will change it to the way we do it. The State 
authorities respectfully receive these estimates and give them such 
value as they think they are worth, follow them when they please, 
disregard when they please, because that is the right of a sovereign 
State. We do not take dictation or domination. 

The CuarrMan. In other words, you do not follow them, you just 
use them. 

Mr. Tuompson. When we get ready. If they are right, we use them. 

The Cuarrman. Your word is that you use them instead of follow 
them; is that right? 

Mr. TuHompson. We lay them before us and consider them. It 
doesn’t mean we follow them. 

The Carman. No, but I was just trying to get it into the language 
that you used, and you used that word “used.” 

Mr. Tuomrson. We use them along like we use a piece of paper and 
pencil, or the tools of the trade, if you wish. We get all the informa- 
tion we can, including the weather. 

The Cuarrman. Now read No. 3. 

Mr. THompson. No. 3. I hope I am not arguing with the chairman. 
I have the greatest. humility here. 

The Cuarrman. I have had so many arguments in my life that one 
more argument won’t make a bit of difference. 

Mr. Tuomrson. I don’t want to argue with you. 

The CHarrman. You and I are good friends whether we agree or 
not agree. I have a great deal of respect for your judgment or I 
wouldn’t bother asking you these questions. 

Mr. THompson. I feel ill at ease when I feel I am displeasing you, 
Mr. Chairman. 

The Cuarrman. I want you to feel there is a feeling of hospitality 
here the same as I have always experienced when I have gone to Texas. 

Mr. Tompson. You shall always have it. 

(3) Each State authority then allocates its total allowable produc- 
tion to the various fields and wells within its political jurisdiction. 

I would say that each State exercises its sovereign jurisdiction to do 
as it pleases with its production in consonance with its legal statutes. 

The Cuarmman. That is what it says. 

Mr. THomrson. No, it doesn’t say that. It says each State follows 
it. We exercise our own jurisdiction. 

The Cuatrman. They should have said each State uses it instead 
of follows it. 

Mr. Tompson. No, I just din’t like the connotation that goes 
along with it, that we are being told to do something. We like to 
think we are doing like we please, down our way, in conformity with 
the statutes, limited by them and expressly held to them by the courts. 

The Cuarrman. I am sorry. I thought you agreed with it. 
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Mr. Tuompson. I don’t. I hate to disagree with the chairman. It 
breaks my heart. Really it does. I just hate to. 

The Cuamman. Do not let that worry you. 

Now, as long as we are talking about 1946 and the telegram that 
I referred to, let me refer to something else. The New York Journal 
of Commerce on April 12, 1946, reports from your address on the anti- 
trust laws before the meeting of the Interstate Oil Compact Commis- 
sion in Tulsa, Okla., you are quoted as saying: 

The oil compact cannot legally consider price. 


I assume that is still your position? 

Mr. THompson. Yes, sir; always since the beginning of it. 

The CuHarrman. No matter what is done that affects price, you could 
not fix prices? 

Mr. Tuomrson. They cannot consider price, and they never have, 
in my knowledge, and I have been with it since its creation. 

The Cuamman. The article further quotes you as saying: 

The oil compact is by law permitted only to consider waste prevention in the 
production of oil and gas. 

By “waste,” do you mean any production in excess of estimated 
market demand ¢ 

Mr. THompson. Yes, sir; because that is wasteful through evapora- 
tion and leakage, physical waste. You keep it in storage long enough, 
you would have to take an ax to chop the tank down to get it out. 

The Cuarrman. Does your commission have any means of deter- 
mining the market demand from a national standpoint in order to 
determine how much of that national demand you should supply, the 
State of Texas? 

Mr. THompson. The national demand? Well, we have the authority 
to get reports of any kind that we can conceive of. We can take the 
number of automobiles in use, the number of tractors in use, the num- 
ber of diese] engines in use, and pretty well calculate the requirements 
for crude. 

The Cuarman. For instance, when you fix the allowables, we will 
say, for next September, do you have any facilities for determining 
what the national demand will be in September ? 

Mr. Tuompson. Well, we keep up pretty well with conditions, 

The Cuamman. Well, from whom do you get that information? 

Mr. THompson. You get it out of the press, the journals of trade. 
We get about a dozen different journals that come in affecting the use 
of petroleum. For example, we have a very great increase in butane 
and propane use, and we keep up with those installations. There has 
been a great increase in the installation of oil heating and we can read 
and see how many new installations have been made. As I said this 
morning, there have been so many heating installations installed in the 
last few years that the peak of the petroleum requirements have shifted 
in summer, where it used to be from July 4, to Labor Day, and now it 
is in the wintertime. A lot of people do not realize that the heavy- 
petroleum-consuming season is now in the winter rather than summer. 

The Cuamman. Do you have any means of determining, on the basis 
of national demand, the amount that is to be produced in Texas? 

Mr. TuHompson. Do you mean do we have any method that we could 
say how much of that market we should claim ¢ 
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The CHatrmMan, That is right. 

Mr. Tuompson. Well, we know what the total reserves of the Nation 
are, and we know what the total consumption of the Nation is, and we 
could balance consumption against reserves. We are very well in- 
formed, the industry is, on what the reserves of the Nation are. There 
are 32 billion barrels at the moment. We thought we were running out 
of oil, you know, after World War I, had 5 billion barrels in reserve. 
Since that time we have consumed 26 billion out of that 5, and have 
32 billion on hand. So we have been discovering more oil as times 
goes on. We keep those figures in mind. 

The Cuamman. What hi appens to price when your estimates fall 
below the full and actual demand ¢ 

Mr. TuHompson. I don’t believe we have hit below the demand. We 
have been pushing it up. The records show that we have gone from 
740,000 to 2,800,000 in 20 years, always upward. 

The Cuarrman. Back there in that telegram that you sent, you 
indicated that there are huge surpluses of ¢ ‘rude in stor age, and top- 
heavy surpluses of gasoline, and today finished gasoline is running 
over the tanks and piling up w astefully. 

Mr. Tuomeson. That is right. 

The CuarrmMan. What happens when you have more than you can 
use ¢ 

Mr. Tompson. You don’t produce so much for a while and use it up, 
work it off, work off the overhanging stocks. 

The CuatrMAN. It never has any effect on price? 

Mr. THompson. No; you just work off the overhanging balance. 
The Cuarrman. No; I know you don’t control the thing directly, 
but I am wondering how far the action of State commissions in fixing 

the allowables indiree tly, at least, has an effect on price. 

Mr. THomrson, If we fix it at the market demand, all the market 
demands, according to my economics, you never would have a price 
increase, if you just had market demand and supply only to consider. 
But there is another element that that thinking does not include; name- 
ly, the cost of producing. And if it costs you more to produce it than 
you get for it, you have to raise the price. 

Mr. Hesevton. Mr Chairman, would you yield on that point? 

The CuHarMan. Yes. 

Mr. Hesevron. General, would you admit that the crude-oil market 
is a regulated one as a result of production restrictions or State con- 
servation commissions? 

Mr. THomprson. I beg your pardon. 

Mr. Heseiton. Would you admit that the crude-oil market is a 
regulated one as a result of the production restrictions of the State 
conservation commissions ? 

Mr. TxHompson. No; that is a false statement. 

Mr. Heserton. That is a false statement? 

Mr. THompson. Yes, sir. 

Mr. Hesettron. May I then, Mr. Chairman, insert in the record at 
this point an editorial entitled “Petroleum Comments” by W. M. 
Jablonski, of the Journal of Commerce, of this day? I want to read 
a portion of it. [Reading:] 

There is little doubt that the oil industry—particularly the major companies— 
came out quite poorly at the congressional hearings into the oil-price rises. 
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‘Phe unfavorable publicity generated at the House Commerce Committee probe 
has been injurious to the industry, and probably has undone a good part of 
the petroleum public-relations campaign of the past few years. 

Why did things go so badly? 


And then she pays respect to yourself and myself. 

Mr. Tompson. I should like to correct the word “false,” Mr. Chair- 
man, to say that isa misstatement. It is a lady saying it; it is not cor- 
rect. I used the word “false,” and I don’t like the word “false.” 

Mr. Hesevron. You can change it to incorrect. [Reading:] 


But most impartial observers will probably also agree, we think, that there 
was more at fault than a biased forum alone. 

Somehow, the industry leaders who testified failed to present their facts and 
arguments in such a way as to fully clarify—even for an impartial or sympa- 
thetic audience—the basic question of why crude-oil prices advanced in a sur- 
plus market. 

The industry witnesses put almost all their emphasis on the increased costs 
of finding, developing, and producing new crude reserves. 


Then referring to the crude competitive market, she said, as follows: 


It is generally incorrect, however, to apply this economic axiom to the crude- 
oil market—where production is regulated to “market demand” by State con- 
servation commissions. 

But industry witnesses, on the whole, failed to face this issue squarely. They 
failed to explain or fully discuss the nature of the crude-oil market. On the 
contrary, there was even some tendency to becloud the issue and to claim that 
crude-oil markets are fully free. 

AS a result, the industry appeared in a somewhat inconsistent position of 
maintaining, on the one hand, that there is a completely free interplay of forces 
of supply and demand in the crude-oil market and at the same time claiming 
that replacement costs are a controlling factor in determining the market price. 
Under the onslaught of hostile forces, the position of the defense witnesses ap- 
peared more and more untenable as the hearings progressed. 


Then, and this is the point I drew your attention to. [Reading: ] 


If it were frankly admitted that (1) the crude-oil market is a regulated 
one as a result of the production restrictions of State conservation commis- 
sions, (2) crude-oil regulation is vital to the national interest (as indeed the 
courts have repeatedly ruled), and (3) full and prompt replacement of re- 
serves produced can proceed only with proper economic incentives—then it 
becomes clear that the elements of costs are much more of a determining factor 
in setting the price for crude oil than is the case with other commodities traded 
in completely free markets. And the oil industry’s position would make a lot 
more sense. 

That is from a person who, I think, is recognized as a very compe- 
tent person. 

Mr. Tuompson. She is a very fine writer. 

Mr. Heseiton. And she is not unfriendly to the oil companies in 
any sense of the word. That is all, Mr. Chairman. 

The Cuatrrman. We certainly have recognized the lady considera- 
bly during these hearings. 

Mr. Tompson. She is a very fine lady. The opinion she takes— 
in saying we are fixing the market, she is taking on a good deal of 
authority. We don’t do that in Texas. We have laws to enforce 
and we just enforce the law, nothing more. 

I will say so far as Texas is concerned, that statement is incor- 
rect, when she says it is a regulated market. We do regulate produc- 
tion to prevent waste, and we do regulate it to market demand, but 
that is our law and we are sworn to uphold the statute of the State, 
and it is protecting a natural resource of the State of Texas to pre- 
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vent waste. I have no argument with the lady’s argument at all. I 
think she is a lovely person. But when the Congressman asked me 
if I agreed with the statement, I think not. 

The CHarrman. I think, General, where you misunderstand the 
purport of questions that are asked by my colleague from Massa- 
chusetts, and maybe by myself, so as to understand our position, is 
the fact that you seem to think that if the law calls for it, therefore 
it is all right. 

Mr. Tompson. Our State law. 

The Cuarrman. What we are trying to find out is whether the force 
of these laws that you speak of, your own law in the State of Texas, 
and whether the other laws that have come into this discussion, the 
compact laws, and the Bureau of Mines and their jurisdiction, and 
all that sort of thing—no one denies that it is the law—what the 
committee is endeavoring to seek and find out is whether those laws 
have the effect on price that is detrimental to the consumer’s interest. 
We are not saying that it is not the law. We are not saying that you 
are acting under the law. We are merely asking or making inquiries 
to try to find out whether, in the operation of those laws, they act 
detrimentally to the consumer interests. 

Mr. THomrson. Then would you change the Texas statute? 

The Cuarrman. I would not. I would leave that to Mr. Thorn- 
berry to do. 

Mr. THompson. I am just an administrator, you see. And I try 
to carry it out faithfully. 

The Cuarrman. That is the point I am trying to make, that our 
questions are not directed to you from the standpoint that you haven’t 
fulfilled your duties, because you have. 

Mr. TuHompson. That is all I was worried about. 

The Cuatrman. Nobody ever has said that. 

Mr. Tuomrson. I thought I was doing something wrong in your 
opinion. 

The Cruarrman. In fact, a very big man in our Congress, from 
your State, a former Speaker—I had lunch with him today—told 
me that he thought you knew more about oil than anybody else he 
knew of. I think that is a high compliment, and I think there was 
a great deal of truth in what he said. So when we ask you these 
questions, do not get the idea we are just arguing. We realize as a 
witness you can give us information. We are only hoping to get 
some knowledge that we don’t have at the present time. That is all. 

Now, may I go back, again, to these several statements that you 
have made. 

In September 1948, the September 2 issue of the New York Journal 
of Commerce, you are quoted as having denied charges that the Inter- 
state Oil Compact Commission seeks to force higher prices for crude 
oil by limiting production, and quoting you as saying, “This has not 
been done or even attempted or contemplated by the commission.” 

Now, you have reiterated that statement, practically, today. 

Mr. Tuompeson. I do now reiterate it. 

The Cuarrman. Yes. Is not the result the same, namely, higher 
prices, whether you have that thought in mind or not when you under- 
estimate the demand and thus produce less than is needed ¢ 

Mr. Tompson. I don’t say we underestimated the demand and 
ever produced less than was needed at any time. 
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The Cuarmman. If you did, it would affect prices, would it not? 

Mr. Tuomrson. If we did, it would be maladministration. 

The Cuarrman. No; it might be just a mistake of judgment. 

Mr. Tuompson. A mistake of judgment, which would be bad ad- 
ministration. 

The Cuarrman. There would not be any malfeasance. 

Mr. Tuomrson. I did not say malfeasance, just bad administration. 

The Cuamman. Whether the mistake is one that is honestly made, 
or whether it is the result of collusion, or otherwise, the fact remains, 

does it not, that if you produce less than is needed, it will affect the 
price ? 

Mr. Tuomrson. If you produced how much less than was needed ? 

The Cuatrman. Well, enough to make a difference. 

Mr. Tromrson. If you produced enough less to change the price, 
the answer would be less, of course. If you produced so little. But 
if you have a lot of mafin, you have to tell me how much crude you 
have in storage. We have 279 million barrels of crude, and 144 mil- 
lion barrels of gasoline. If you got it down to where you had only 
a day or two supply, we have about 41 days’ supply on hand. 

The CHamman. Coming back, then, with that answer you have 
just given, were not the price increases from April 1, 1946, to De- 
cember 7, 1948, a direct result of some one or some group’s under- 
estimating the demand ? 

Mr. Tompson. I say “No.” 

The Cuamman. What do you base that upon? 

Mr. THompson. - ause I know we have not done it. 

The Cuarrman. I did not say that you or anybody did. I made it 
very indefinite. I said would it not be the direct result of someone or 
some groups underestimating the demand. 

Mr. Trromrson. No; because the other causes than supply and de- 
mand are in the price of oil. The price of drilling wells, and dry 
holes. 

The Cuarrman. You think that demand sufficient to meet supply 
is an important element ? 

Mr. Tuompson. One element, but cost of production is another. 

The Cuamman. Then in that period you say it was cost of produc- 
tion and not underproduction ? 

Mr. Tuompson. | am not a student of those periods, Mr. Wolverton. 
You are pinning me down to a period in cost increase. 

The Cuarrman. Maybe we will have to get more direct testimony on 
just what those period were. But I think you will confirm what I 
have said, that there was underproduction for the demand in that 
particular time. 

Mr. Tuomrson. But there are other elements besides supply and 
demand, namely, cost, deeper wells, dry holes, many casts in the 
industry besides supply and demand. 

The Cuamman. The publication Compact comments, volume IIT, 
No. 6, put out by the Interstate Oil Compact Commission on June 1, 
1948, quotes: you as having told the International Petroleum Congress 
at Tulsa, Okla., on May 18, 1948, that the oil industry will meet the 
crude-oil demand for crude in an orderly fashion if left unhampered 
by Government interference. 

Would you consider it Government interference to take additional 
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the consumer from the increased prices resulting from underestimat- 
ing demand. Increased prices are just as burdensome on the consumer 
whether arrived at by ee or by faulty statements. 

Mr. Tompson. Is all of that my statement that you read 

The Crarrman. No. I thought you would recognize your state- 
ment. 

Mr. THompson. Well, just a part. I would have to get the whole 
context. 

The Cuamman. The part of your statement that I read was this: 
“Will meet in an amen fashion if left unhampered by Government 
interference.” ‘That is the quotation. 

Do you remember say that? 

Mr. Tuompson. What is the question ? 

The CHarrmMan. Would you consider it Government interference to 
take additional action beyond the provisions of article 5, in the com- 
pact to protect the consumer from the increased prices resulting from 
underestimating demand, having in mind whether the underestimat- 
ing was by collusion or by faulty estimates ? 

Mr. Tompson. That would not be undue Government interference. 

The CuarrmMan. It would not? 

Mr. Tompson. It would not. The public interest would require it. 

The CHamrman. We are agreed. Article 5, which I referred to in 
part reads, “It is not the purpose of this compact to authorize the 
States joining therein to limit the production of oil or gas for the 
purpose of stabilizing or fixing the price thereof.” 

In April 1944 at the New Orleans meeting of the Interstate Oil 
Compact Commission, you were appointed chairman of a national 
oil-policy committee. Did that committee submit a report? 

Mr. Tompson. What date was it? 

The Cuarrman. In April 1944, at the New Orleans meeting of the 
Interstate Oil Compact Commission, where you were appointed chair- 
man of a national oil-policy committee. 1 am asking did the com- 
mittee ever submit a report ? 

Mr. Tuompson. Well, I am sure we did. I don’t recall just this 
minute, but I never was appointed on a committee I didn’t get some- 
thing—— 

The Cuamman., If there is such a report, would you obtain a copy 
for us and for the committee / 

Mr. Tuomeson. Surely. The oil-policy committee ¢ 

The Cuamman. Yes. April 1944, at the New Orleans meeting of 
the Interstate Oil Compact Commission, where you were appointed 
chairman of a national oil-policy committee. 

Mr. THompson. Yes, sir. I will give you a copy of it. 

The CuarrmMan. I want to get this answered definitely. I think you 
have previously answered it. I have had called to my attention the 
transcript of testimony before the Railroad Commission of Texas at 
its statewide hearing on February 18, 1953, wherein you are quoted as 
saying, “The Bureau of Mines forecast of market demand for Texas 
crude for each and every day of the month of March 1953 has been 
reported to us as being 2.960.000 barrels per day. This is 20,000 less 
than the Bureau of Mines’ estimate of the 1 requirement of Texas crude 
for the present month of February.” 
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I want to ask this question: Is it the policy of the Texas Railroad 
Commission to follow the recommendations contained in the Bureau 
of Mines forecast of demand? 

Mr. Tuompson. We use them as an aid in our work, only as an aid. 
We do not take them as a directive to be followed as an order from 
the Federal Government. 

The Cuamman. Mr. Alfred G. White, of the Bureau of Mines, 
testified before Senator Wherry’s Senate Small Business Committee 
on March 12, 1948, part 27, page 3139, that— 

The preparation and publication of monthly forecasts relating to the demand 
for motor fuel and domestic crude petroleum use was undertaken by the Petro- 
leum Economics Division of the Bureau of Mines in July 1935, at the request of 
State conservation agencies and subsequently of the Interstate Oil Compact 
Commission. 

I ask this question: Was the Texas Railroad Commission one of 
the commissions referred to as requesting the activity of the Bureau 
of Mines? 

Mr. THomrson. We came before some committee asking that the 
appropriation be made to give us this aid in our work. And com- 
mended the Bureau of Mines for its work. As I remember, they had 
been making forecasts, but did not have the funds to continue. I 
came with—I forgot who else—and testified that it was good work and 
was helpful to us, yes, sir. 

The CHamrman. Well, I would think, then, that your answer is 
yes. 

Mr. Tompson. I don’t say we follow it. We ask that it be con- 
tinued. 

The Cuarrman. We have discarded that word “follow.” We don’t 
say that any more. 

Mr. THompson. We did ask for the money for the Bureau. 

The Cuatrman. I substituted the word “used” instead of “follow,” 
but I did not even use that this time. I just merely asked whether 
the Texas Railroad Commission was one of the commissions referred 
to as requesting the activity of the Bureau of Mines. 

Mr. Tuompson. Yes, sir; we did. 

The Cuarmman. Now, Professor Eugene V. Rostov, of Yale Uni- 
versity, in his book, A National Policy for the Oil Industry, in 1948, 
says at page 29: 

The Bureau of Mines estimates, the keystone of the entire plan, are without 
support in substantive legislation. No statute prescribes standards or policies 
for guiding the agency in its determinations of permissible supply. 

Now I want to ask this question: Do you believe that the estimates 
of demand for petroleum prepared by the Bureau of Mines are the 
keystone of the entire plan of controlling oil production ? 

Mr. THompson. No, sir. I don’t believe anything in that book that 
Rostov wrote. It is a complete misconception of conservation, evi- 
dently written from a very biased standpoint or ill-informed, a book 
that needs to be answered very badly. It was written without evi- 
dence, study, or research. 

Mr. Heseiron. Mr. Chairman, may I interrupt a second ? 

Because of the use of the word “bias” I am interested. 

Surely it is not your theory, General, that anyone who questions or 
disagrees with any of the practices that prevail in the oil industry is 
biased, per se? 
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Mr. Tuompson. No, lack of information is what I am talking about. 

Mr. Hesexron. They are biased people? 

Mr. THomrson. Well, uninformed, we will say. 

The Cuarrman. You are very polite, that is characteristic of a 
Texan. 

Now, do you believe that the Congress should set up proper safe- 
guards and standards for the publication of these estimates if they 
are continued ? 

Mr. THomrson. It never occurred to me that they would go outside 
their limits, but I am always a strong believer in administrators hav- 
ing standards by which to guide them. Then they cannot go astray. 
I know I welcome standards in our work. 

The CuHarrman. I can see that you do, by the reference that you 
make to the fact that you are endeavoring in Texas to follow the State 
statutes, 

Mr. Tompson. To the letter. 

The Cuarrman. You have emphasized that, and I can understand. 
I agree with you that it does seem to me that the administrator does 
have a right to have some standard or formula et 

Mr. Tuompson. From the lawmaking body. 

The Cuarman. From the lawmaking body that would determine 
his course of action. 

Mr. Tuomprson. We can do just exactly what the lawmakers want 
done in the manner in which they want it done. 

The CHarrman. I believe you testified before the Temporary Na- 
tional Economic Committee concerning the August 1939 complete 
shutdown of Texas wells because one of the major companies has 
posted a lower price. The chairman, Senator O’Mahoney, asked you, 


“Did you think that cut in price was an improper cut,” to which you 
replied, “I have said that stocks were low and consumption was high, 
and if there was anything to the theory of balancing supply | and de- 


mand when stocks are low and demand is high, you should not have 
declining values.” 

The question that I ask is this: Now when the situation is the re- 
verse, at present, do you believe the raise in crude oil prices initiated 
by the Phillips people was justified ? 

Mr. THomeson. I do. 

The Carman. On what basis? 

Mr. THompson. Increased cost, and the price had been pegged since 
1948 or 1947, and costs have increased immeasurably since then. I 
do not have the facts or the exact figures on what costs amounts are. 

The CuammMan. Do you have the figures on the increased earnings 
of those companies ? 

Mr. Tuompson. No, sir; I do not. 

The CuarrMan. Do you think that would be an element that should 
be considered ? 

Mr. Tuompson. If you would consider the amount of the invest- 
ment, yes, sir, along with the increased investment. Rate of return 
would be a good way to figure it, percentage of rate. 

The Cuarrman. I do not remember Phillips’ figures that were be- 
fore us. 

Mr. Txomrson. I would say percentage of return would be a key, 
5 percent or 6 percent. 
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The Caamman. Whatever way you take it, this committee has al- 
ready inquired as to the earnings and as to the dividends and as to 
the assets, and present value, and all of that sort of thing, as it in- 
creased year by year. Notwithstanding the increased cost that you 
speak of, the fact remains that during these last 10 years, for which 
we asked the figures, there has been a tremendous increase in their 
earnings. One of those companies, if I remember correctly, and I 
will stand to be corrected, that we inquired into, a major company, 

think its profits are something like something over 2,000 percent 
more than they were 10 years ago. 

Mr. Tuompson, What percent 

The Cuarrman. And most of them were 3, 4, 5, and 600 percent 
than they were 10 years ago. 

Mr. Tromrson. Do you mean more than 6 percent earnings? 

The Cuarrman. I am telling you what the percent of increase was 
of earnings. 

Mr. Tuompson. I was inquiring about the percent on invested capi- 
tal. Lam sure thing have all increased their investment tremendously. 

Mr. Youncer. Would the gentleman yield for one question ¢ 

The CHarrman. Yes. 

Mr. Youncer. I would like to get into the record what in your 
opinion is a proper or reasonable net return for an oil company to 
make on its net assets / 

Mr. Tuomrson. Of course, they have a very great risk element in 
drilling dry holes. We, in the gas utilities regulation, allow around 
6 or 61% percent in our State, on gas utilities. But oil production is 
not a public utility. I would say 6 percent would be a good earning, 
6 or 614. 

Mr. Younger. As I recall, the net earnings on the Phillips was 
somewhere around 12. 

The Cuarmman. I do not remember. 

Mr. Younger. As I recall, it was something like that. 

Do you remember, Mr. Thornberry ? 

Mr. Tuorneerry. It is all in the record. Just as the figure that 
the cost of oil increased almost a hundred percent. It is all in the 
record. We have it. 

Mr. Tromrson. We allow gas companies to earn 6 or 614 percent. 
But the oil preducing is a much more risky business than distributing 
gas. I mean exploration, leasing, drilling, and production of crude 
petroleum is more hazardous than distributing gas. 

Mr. Youncer. But you would still say that 6 or 7 percent, around 
in there, would be a reasonable return after their depreciation and 
all? 

Mr. THomrson. Yes. I don’t own any interest in any of them, but 
i would say 8 percent would be a good earning, sir, 7 or 8, somewhere 
in that range on total investment. 

Mr. Youncer. That is all, Mr. Chairman. 

The CuarrmMan. Now, I do not want to get into a discussion with 
you about the different factors that enter into a determination of 
whether the return is a good one or a poor one or what it is, but I 
was tempted to bring to your attention the facts that I did because 
of your insistence that the cost was justified in the Phillips company 
putting up the posted price of 25 cents a barrel. 
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Mr. Tuompson. The particular company, I would not know. But 
generally I would know that costs have increased in drilling—in- 
creased tremendously. 

The Cuatrman. We took all of them, and from some 10 of them, 
and we have reports from some 30 of them, we went into it pretty 
fully. I would think you would have to take into consideration more 
than the cost of operation. 

Mr. Tuomrson. But I would not have any information at all on 
t, Mr. Chairman, except just general knowledge. 

The Cuairman. When the Connally Act was up for extension : 
1939—and you can see the hearings in this committee on April 2 
27, 28 of that year—I stated at page 1): 

The question that has been in my mind at all times on this subject has been 
just how far it is proper to go in the passage of legislation of a restrictive char- 
acter that does have a detrimental effect on the price structure with respect to 
the consumer. We may have differences of opinion as to what effect it has. 
The difficulty for me to decide is just how far we can go with regulation with- 
out unfairly affecting the consumers’ interests. 

That was spoken in connection with the continuation of the Con- 
nally “Hot Oil” Act. At page 19, in discussing that fact, that our 
reserves of oil were increasing, I stated: 

With the oil reserve increasing, there is less justification for production reg 
ulation that has a tendency to increase the price to the consuming public. 

At the time I was speaking, the price of crude oil was a dollar a 
barrel. Today it is around almost the $3 per barrel level. The price 
has tripled. 

My question to you is, Do you believe you have gone too far in 
restricting the production of crude oil to a point where we have 
tripled its cost ? 

Mr. THomerson. We have not gone too far in conservation at all, 
and we have not restricted production beyond waste prevention. 

The Cuamman. I am not speaking of conservation. That relates 
to bringing out the proper amount from the standpoint of getting 
the greatest possible amount of oil out of the ground. 

Mr. Tuompson. In the long run we will get-much more oil under 
our good Texas conservation statute. 

The Cuairman. You in Texas, as you have already stated—and I 
think it is true of other States; I am not picking on Texas—you are 
the only witness before us at the moment, but I would do the same 
with Oklahoma or any other State—— 

Mr. Tuorneerry. Mr. Chairman, in referring to the questions you 
originally submitted, you referred only to the State of Texas. To 
keep the record clear, and in all due respect, let us keep it clear 

The Cuarrman. That is true. And if we can get a clear mr 
probably will be very helpful. 

Mr. THornperry. It surely will, and I hope we can have one. 

The Cuarrman. I asked you the question, Do you believe we have 
gone too far in restricting production of oil to a point where we have 
trebled its cost? and you said you do not think we have gone too far 
in conservation. 

Mr. Tuompson. For limiting production in the State of Texas. We 
have had nothing to do with this price matter. 

The Cuarrman. Even though it is less than what would be allowable 
under the best practices of maximum efficient production ? 
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Mr. TuHomrson. We have never made it one barrel less than would 
be proper under the State laws. That is the point I have been trying 
all day to get over. 

The Cuarmman. The proper law you refer to is the Texas law. 

Mr. Tuompson. Yes, sir; and I think it is one of the best conser- 
vation laws in the Nation. 

The Cuatrman. I am speaking of the thing from a purely engineer- 
ing standpoint. 

Mr. Tuompson. It is purely engineering. 

The Cuatrman. When you fix an allow able from a well as to what 

rill be allowable, do you always permit it to draw that allowable? 

Mr. Tuomrson. Do you mean the full amount it could produce ¢ 

The CHamrman. Yes. 

Mr. Tuompson. No, sir. 

The Cuarmman. That is what I am getting at. 

Mr. Tuompson. That is wide-open production. 

The Cuarrman. What is the basis of your allowable ? 

Mr. Tuomrson. These first eight waste-prevention measures plus 
the limitation to prevent waste through overproduction which is for- 
bidden by our law. 

The Caiman. How do you determine a proper allowable for a 
well ? 

Mr. THompson. We have hearings at which engineers 

The CuarrMan. No; I mean in the first instance. You told us when 
the well was brought in, that then you made a measurement. 

Mr. THompson. A test of it; yes, sir. 

The Carman. Well, a test. And you determined what that well 
could properly produce under the best of engineering skill and laws. 

Mr. THompson. Yes, sir. 

The Cuarrman. Is that the amount that you allow when you issue 
an allowable? 

Mr. Tuompson. Never to exceed that. 

The Cuarrman. Never to exceed it. But you put it underneath it; 
do you not? 

Mr. Tompson. Sometimes, if that is greater than the market 
demand. 

The Cuamman. What I am getting at is that kind of practice, if it 
has the effect of increasing price to the consumer, is it right ? 

Mr. Tompson. Yes, sir; it is. 

The Cuamman. On what basis? 

Mr. Tompson. Because you cannot ever build up a reserve supply 
for defense of this country unless you have some incentive to build 
up this reserve, and it must be carried in the price of the product. We 
need a million barrels reserve daily producing ability for military 
security, and we presently have only about 600,000. 

The Cuarrman. Do you not think if that was necessary from a 
national-defense standpoint, it ought to be the subject matter of a 
statute by the Federal Congress, determining that policy ? 

Mr. THompson. Do you mean have the F Podaces Obigrent buy that 
much oil and store it ? 

The Cuarman. No; to have them fix the policy that you are now 
declaring. 

Mr. Tompson. No; because that is a State matter. The oil belongs 
to the State, not the Federal Government. 
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The Cuarrman. Well, the question of national defense is Federal. 

Mr. THomrson. Yes; I understand. 

The Cuarrman. And you say it is justified in that there should be 
a recognition of necessity toward national defense; do you not? 

Mr. Tompson. Yes, sir; that is right, and for an expanding econ- 
omy, ever-expanding peacetime economy. 

The Cuamman. Who should fix the policy with reference to na- 
tional defense, the States or Federal Government ? 

Mr. THomrson. The Federal Government should fight the wars. 

The Cuatrman, That is the point Iam making. I think so, too. 

Mr. Tuomrson. But raising crops and produci ing natural resources 
and raising children is done by the States and not by the Federal 
Government. The things you fight a war with are materials and men, 
and that is a State matter, because that soil and what is underneath it 
belongs to the States and not to the Federal Government. The Federal 
Government calls upon the States for the men, the food, and fiber, and 
oil to fight with. 

The Cuarrman. Those hearings to which I was referring, at those 
hearings I stated further: 

It seems to me that when you reduce or make scarce an article for which 
there is great demand, it will necessarily have tendency to increase the price of 
that article. 

Do you agree with me? 

Mr. Tompson. No, we have never made it scarce. If we did make 
it scarce, I would agree with you. 

The CrarrMan. Please get away from the personal side. 

Mr. Tompson. I don’t like to be led into particularities through 
generalities. 

The CHarrman. I would like for you to answer it specifically, first. 

Mr. Tuompson. If you get so many generalities, you will have a 
“ves” to the specific. 

The Cuarrman. I said, it seems to me when you reduce or make 
scarce an article for which there is great demand, it will necessarily 
have a tendency to increase the price of that article. 

Is there any doubt about that! 

Mr. THompson. How scarce, Mr. Chairman? Scarce enough to 
make the price go up? I will say “Yes.” 

The CuarrMan. Well, you fix it whatever way you wish. I am 
asking you if that pr inciple i is correct. 

Mr. Tompson. If you limit supply of articles below demand, you 
will tend to affect price; yes, sir. 

The Cuarman. Mr. I ale, I have other questions, but do you wish 
to ask any questions? I do not want to monopolize the whole time; 
or maybe Mr. Younger, or Mr. Thornberry, or maybe Mr. Heselton 
have questions. 

Mr. Younger. I have just one. 

The Cuatrman. Mr. Younger. 

Mr. Younger. On the question of the production, if you have 
600,000 barrels of capacity production which is now over and above 
the demand, then the sllowalilas are fixed primarily on what the 
market will absorb? 

Mr. Tuomerson. The top is fixed, but not primarily. Primarily it is 
to prevent waste. Those first things first. 
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Mr. Youncer. You said before that you could produce 600,000 
barrels more—— 

Mr. Tuompson. Texas has the ability with its wells. 

Mr. Youncer. That is right. And they would fulfill all eight of the 
restrictions there so far as conservation is concerned. 

Mr. Tuompson. That is right. 

Mr. Youneer. All right. So that when you go below that capacity 
of production, you take it and you reduce it on the basis of the 
restrictions. 

Mr. THomrson. To market demand. 

Mr. Youncer. So that when you fix allowables below the produc- 
tion maximum, it is on account of demand ? 

Mr. THompson. Market demand, because we figure there is no use 
producing more than you can sell. Our Texas law says oil production 
in excess of market demand is waste and is forbidden. 

Mr. Youneer. That is what I wanted to get into the record. 

The Cuarrman. Mr. Hale. 

Mr. Hare. General, if I correctly understood your testimony, your 
sole duty in your official capacity 1s to administer a law of the State 
of Texas; is that right? 

Mr. Tuompson. Yes, sir. 

Mr. Hare. You wouldn’t change that law if you could, and you 
could not if you would; is that correct ¢ 

Mr. Tuompson. I advocated these statutes before the legislature, 
through the years, things that we needed, one by one, and I would 
not change them if I could. I think they are good statutes. If we 
could find improvements, I would recommend improvements. 

Mr. Hate. As I understand it, the reason you think they are good 
statutes is because in the first place they encourage conservation; is 
that correct ? 

Mr. Tuompson. Yes, sir. 

Mr. Harz. And in the second place, they make for an orderly sit- 
uation in the industry, preventing wasteful excesses of supply and so 
on ? 

Mr. THompson. Yes, sir; that is right. 

Mr. Hate. But it is true, if I understand your testimony at all, that 
in the oil industry supply is frankly and systematically regulated by 
demand. 

Mr. THompson. We limit production to market demand in our 
State; yes, sir. It is not more than that. 

Mr. Hate. Of course, I suppose like any other body, you do make 
some mistakes in estimating supply and demand. 

Mr. Tompson Yes, sir. 

Mr. Hare. And you admit, of course, that when you do make a mis- 
take of that kind, it may have an effect on price ? 

Mr. Tuompson. Well, I don’t know that we make errors that big 
or not. We correct them the next month. We only make orders for 
a month at a time. Stocks in storage go up and down and we can 

watch it pretty closely. I can remember of no error that resulted in 
that drastic action—of making a change in ea by an error of ours. 

Mr. Hare. You cannot point to any specific error of judgment and 
say that it caused a specific change of price; is that what you mean? 

Mr. Tuompson. Yes, sir; not knowingly or wittingly. 
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Mr. Hate. But you must admit, I think, that the errors of judg- 
ment may have caused price changes? 

Mr. THompson. Might have. 

Mr. Hare. And whether you wished it or not? 

Mr. Tuompson. Yes, sir. 

Mr. Hare. You are never consciously motivated or even subcon- 
sciously motivated by what you would like the price to be? 

Mr. Tuompson. No, sir; it is no concern of ours. 

The CHamman. Not even as a candidate? 

Mr. Tuompson. No, sir. A cheap gasoline is a better program than 
high-price gasoline, and I believe there are more consumers than pro- 
ducers, and they also vote. 

The CuarrMan. I thought that was what you had in mind. 

Mr. Tuomrson. Yes, sir. Well, more than that, Mr. Chairman. I 
think it is right. 

The CHamman. Well, that is better. 

Mr. Harz. It is your honest opinion that, in the long run, the Texas 
statute keeps gasoline lower than any other kind of law? 

Mr. Toomrson. Well, it has furnished plenty of oil, and plenty of 
oil makes plenty of gasoline. The proof of the pudding is th at gaso- 
line is selling today ‘hi irdly any higher than it was 20 years ago, less 
tax. It is a very cheap commodity. 

Mr. Haxx. I took it that your condemnation of Mr. Rostau’s book 
is based on the fact that it is a highly theatrical work written by a 
man who does not have actual contact with the industry ¢ 

Mr. Tuomrson. Apparently he did not come down and investigate 
to see how it was done. I think he has misconception, or is misin- 
formed, or lack of information on how we do it. We actually try to 
prevent physical waste and try to do nothing else but that. I may be 
overenthusiastic, because I have put 21 years at it. I know we are 
honestly trying to do a good job, and I ‘know we are producing the 
oil. I know our wells are lasting longer, we are getting 3 or 4 times 
as many barrels out of a reservoir, and I think it is good, constructive 
conservation work. When somebody says we are in a conspiracy, a 

cartel, or it is a scheme that starts with the Bureau of Mines telling 
us what to do, then I say that man is suffering under an illusion. 

Mr. Hate. Well, he probably wrote it in the libr: ary at Yale? 

Mr. Tuompson. Perhaps, yes, sir. It may be our fault for not hav- 
ing written some more, but every time I write something I have it 
read back to me and I have to explain it. I thought maybe a while 
ago I better stop writing or speaking and just sit at my desk and do 
my work. 

‘The Cuarrman. Mr. Thornberry ? 

Mr. THornperry. If I may, I have just a few questions. 

General, reference has been made here several times to the Texas 
law passed by the legislature of our State upon a subject which we in 
Texas think as a sovereign State we had a right to pass. I was a 
little surprised this morning when it was indicated that the com- 
mittee did not realize that market demand was a part of that law. 
Not only has that law been passed by the legislature, but it has been 
passed upon by the courts of the land, right up to the Supreme Court 
of the United States. 
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Mr. THompson. Yes, sir. Rowan & Nichols v. The Commission 
is the case. Also see Continental v. Tex. Commission on this very 
point (157 SW. 2, 695). 


DISCUSSION OF MARKET DEMAND STATUTE, STATE OF TEXAS” 


Some people say that production in excess of reasonable market demand pre- 
vents economic waste only. They are mistaken. The need for preventing pro- 
duction in excess of the reasonable market demand to prevent physical waste and 
to protect correlative rights is now generally recognized by those who understand 
the facts. For many years the Railroad Commission of Texas has undertaken to 
prevent production in excess of the reasonable market demand as a part of the 
program to prevent physical waste and protect correlative rights, and the courts 
have upheld the orders on those grounds. The courts also held that the orders 
were not invalid as price-fixing devices, and that the effect upon prices, if any, 
was a mere incident to prevention of waste and protection of correlative rights. 

The statutes which declare that production in excess of reasonable market 
demand is waste, and which authorize the administrative agency to restrict 
production to reasonable market demand, do not provide, as some seem to think, 
that in all events the administrative agency must permit production representing 
the reasonable market demand. Very frequently the production from a field is 
fixed at less than the market demand figure inasmuch as waste would take place, 
such as dissipation of reservoir energy, if the field should produce the amount 
representing the reasonable market demand applicable to that field. The statutes 
merely say that production in excess of the reasonable market demand is waste, 
It follows that production at even less than that amount may cause waste. If 
so, the production should be restricted to the lesser amount, ignoring market 
demand or rather the higher figure which would be applicable as the share for 
the field in the total demand. 


Mr. Tuornperry. In that case, did the Supreme Court hold that 
the element of the consideration of market demand to prevent waste 
was not 

Mr. Tompson. That the system of proration was not expressly 


market demand. In one case, in the court of appeals, the circuit 
court, Judge Hutchinson, writing a very distinguished opinion, said 
the action of the commission in limiting production to market de- 
mand might, as an incident, have effect on price. But if the commis- 
sion went at it in a straightforward manner and applied the statute 
to prevent waste, it would not be contrary to the law. 

Mr. Tuornperry. And then it was upheld by the Supreme Court 
of the United States? 

Mr. Tuompson. That case was not appealed. But the Rowan 

Nichols case versus the Commission was in the United States Supreme 
Court, and that sustained the plan of proration. 

Mr. Tuornperry. General, I would like to ask you this: In your 
21 years of experience in regulating the oil industry of Texas, and 
your observation of the Government programs and studies of the Fed- 
eral Government which have had to do with the oil industry and 
the other industries, what would be your opinion of how the oil, the 
production of oil, can be best regulated from the standpoint of pre- 
vention of waste, by State or Federal law? 

Mr. Trompson. “By the State, because the oil comes from out of 
the sovereign soil of the State. The Federal Government can help 
hy forbidding oil produced in excess of market demands crossing 
State lines, as it has done so well in the Connally law. That is a 
good statute. It deals with commerce across State lines. 


1 Conservation of Oil and Gas, a Legal History, 1948. Edited by Blakely M. Murphy. 
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Mr. THorneerry. But in your opinion, since we have the indica- 
tion or the attempts to indicate that we ought to have Federal con- 
irol of the oil rather than State control of the production of oil, can 
waste be best prevented by the present law we have in the State of 
Texas? 

Mr. Tuompson. It should be done by each State itself. The Fed- 
eral Government. is too far removed from the site of the property. 
There are too many varied conditions in the various States. Each 
lield is a separate study, each States has a separate problem. I would 
say unquestionably, as between State and Federal control of oil and 
gas production, State control would be far superior, and more effec- 
tive, and certainly less expensive. We only have 214 employees in 
our whole commission that regulates the railroads, trucks and buses, 
gas utilities, and oil and gas conservation. 

Mr. YounceEr. Will the gentleman yield for one question there? 

Mr. THornperry. Yes. 

Mr. Youncer. For the benefit of California, as you mentioned this 
morning, does California do a pretty good conservation, voluntarily ? 

Mr. Tompson. Yes, they do a good job. And they are the sec- 
ond biggest producer in the Nation. 

Mr. THornperry. I think you have emphasized, but I want to em- 
phasize again, the State of Texas under its laws in regulating oil, 
was attempting to conserve our oil resources before the creation of 
the oil-compact commission. 

Mr. Tuompson. Yes, sir. 

Mr. Trrornperry. How many years before? 

Mr. Tuomrson. The compact commission was created in 1935. We 
had had conservation in Texas since 1925, when the statute was passed, 
and real effort started in 1932, when east Texas came into heavy waste- 
ful production. The efficacy or the efficiency of State conservation 
is best shown by the example in Texas: When World War II came 
on, Texas was able to supply a million barrels a day for the war 
effort. There was the security of our very freedom. So if a system 
that is time-tested and true, and delivers the required oil in time of 
war, I do not know what more you could ask, without any subsidy 
or any bounty from the Federal Government. 

Mr. THornperry. From my knowledge of what the Railroad Com- 
mission does, and in your testimony, you have said that you have 
nothing to do with price, but you indicated that you thought that the 
price of oil, besides being affected by supply and demand, will be also 
affected by the element of cost. 

Mr. Tuompson. Yes, the increased cost of drilling, and the cost of 
dry holes, 

Mr. Tuornserry. That is the point I want to make. This com- 
mittee has evidence before it, which I don’t think has been contro- 
verted by anybody, that the cost of drilling has increased anywhere 
from—I recall 1 figure of 93 percent, and most of the figures have been 
in that area. Would you not say that whatever commodity, oil or any- 
thing else, that increase in 5 years might affect the cost of the com- 
modity ? 

Mr. Tuompson. Why certainly. If you don’t, you run out of oil 
directly, and will be short, and come a war and you won’t have any, 
either for the peacetime economy or defense. 
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Mr. TuHornperry. General, there has been some reference, now, to 
the earnings of certain companies. Of course, I am not in the busi- 
ness of running down any company that makes money, because I think 
the success of our country is due to free enterprise based on the profit 
motive, particularly when those companies are in the competitive 
system. From your knowledge of the oil industry, would you say 
there is a whole lot more to the production of oil, the successful pro- 
duction of oil, than the big companies, without criticizing their con- 
tribution—is it not a fact that the production of oil is dependent upon 
a greater number of wildcatters and people who go out and use their 
ingenuity and who are dependent upon the adequate price they 
receive? 

Mr. THompson. About 75 percent of the oil discovered is discovered 
by the little fellows. The big companies buy his oil after he discovers 
it. To show how the little fellow has progressed under proration and 
conservation, in 1932 there were 4,000 independent producers in the 
country and 21 majors. Today there are 13,000 independent operators 
and still just 21 majors. So conservation allows the smallest fellow 
to operate right beside the biggest one, on the same fair legal rules, 
so they cannot line drill him and run him out. It has helped the lit- 
tle man, and I think it is good when you can have the little man grow 
up in the industry. They take terrific losses, sometimes. I know 
one man who drilled 92 dry holes before he ever got oil. But he fi- 
nally hit a small field. He drilled them by spelling « off acreage, check- 
er-boarding acreage, and getting bottom-hole money as an encourage- 
ment and dry -hole money, and drilled 92 dry holes before he ever hit 
a well that was a producer. It was in Louisiana. His name was 
Evans, Mr. Jim Evans. 

Mr. THorneesry. General, in that connection I want to ask you, 
under the conservation program, as it works in Texas or some States— 
and you have indicated there are other States that have proration 
laws besides Tex: 

Mr. Tuomrson. Some of them have laws better than ours. 

Mr. Tuorneerry. I did not intend to bring out that some States 
have better laws than the State of Texas. You are much more honest 
than some of us from Texas. But anyhow, with relation to a State 
conservation law where there is the effort to see to it that oil is con- 
served and there is not an overproduction of oil so that waste would 
be created, is there greater opportunity or lesser opportunity for the 
small man to have his oil taken? 

Mr. Tompson. Under conservation ? 

Mr. THornperry. Yes. 

Mr. Tuomrson. Immeasurably greater under the program of con- 
servation, because the small operator gets an even break with the big 
ones. They cannot crowd him out. They used to line drill him. He 
would make a discovery and they would come next to him and line 
drill him and break him. Now we have spacing rules which makes 
each well take its place in an acreage pattern. If you would rub it 
out, the big ones would have the business gobbled up, again, and you 
would have periods of shortage and famine, and overproduction and 
higher prices for oil in the long run. 

Mr. Trornperry. I believe that is all, Mr. Chairman. 

The Cuamman. Mr. Bush, do you have any questions? 

Mr. Busu. I have no questions. 
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The Cuarrman. Mr. Heselton ? 

Mr. Hesevron. General, there have been some questions asked, and 
particularly by the chairman, and I realize you may not care to com- 
ment at all because there is another side to the picture which has been 
clearly brought out by the testimony before this committee. More 
spec ifically, I think in ter ms of the general agreement that this recent 
price increase wil] result in an increase to “the ultimate consumers 
in the neighborhood of a half million dollars a year. 

I want to read briefly from a letter I received, and you may com- 
ment or not. 

We read a news item recently in which your name was mentioned as com- 
mittee member attempting to put some sense into the heads of big business. 

We agree with you wholeheartedly in this matter. We are a small company 
who buys solvents derived from oil. We also purchase paraffin and other pe- 
troleum products. 

Every one of them have gone up in price in the last month. These are not the 
first raises. There seems to be no attempt on the part of big business to help 
stabilize the price situation long enough so that other factors that go to make 
up costs will fall in line, In businesses, such as ours, and others that are com- 
petitive, there is an opportunity for a purchaser to go out and buy at a lower 
price or to purchase a different item. The strict control by all of the oil com- 
panies and the prices which go into effect on the same day by all of them is the 
surest indication that there is no longer any law in the land that believes in 
free private enterprise. Every step of the way is toward monopoly on the one 
hand or full State control on the other. 

I am writing this letter as an individual, as well as an owner of a small 
business, to let you know there are people who are interested in having you 
continue to fight this obvious pattern of price control on an upward spiral basis. 

So you see, General, there are even men who have small businesses, 
who see something in this that is very unfortunate. 

I think they maye be motivated somewhat by their real hope that 
is in their hearts because this administration has taken some definite 
steps toward trying to stop this ever-decreasing loss in purchasing 
power of the dollar, to cut out this deficit stuff and balance the budget, 
and perhaps out of which may come a little tax relief. 

Mr. 'Tuompson. I hope we do. 

Mr. Hesexron. I do think, and I am sure you all agree with me, 
that some of those who are responsible for the price increases should 
have taken it into consideration before they jumped them, irrespective 
of all the very logical arguments about increases in cost and all of that 
sort of thing, which they have, incidentally, as the chairman indi- 

cated, been very able to successfully absorb over the last 5 years and 
still increase in large measure their profit. 

The second thing i is this: You mentioned the fact, or Mr. Thorn- 
berry brought up the question of the various States having several 
control agencies. Do you know Mr. Pound of Oklahoma City ¢ 

Mr. THOMPSON. Yes, I know him. 

Mr. Hesexron. He is conservation director of the Oklahoma agency. 

Mr. Tuompson, Yes, sir. 

Mr. Hesreuron. Was your attention called recently to his charge 
that west Texas was trying to chisel in on the oil market which tra- 
ditionally belonged to Oklahoma and several other States? I believe 
he called it the Great Lakes market. 

Mr. THompson. I read in the Fort Star Telegram where he made 
a statement in which he said he was not reflecting on the Texas Rail- 
road Commission. 

Mr. Hesenron. He was what? 
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Mr. THomrson. He was not reflecting on the Texas Railroad Com- 
mission. He was taking exception to a speech that Mr. Windfohr had 
made. 

Mr. Hesevtron. On the other hand, he complained rather bitterly. 
“Nor has any credit been given us for our attempt to cooperate in 
reducing national crude-oil stocks. On the contrary, we have. But 
cutting allowables, particularly in southern Oklahoma, merely made 
room for a less desirable type of sour crude” 

Mr. Tuomrson. Further on, he said he was not reflecting on the 
railroad commission, but rather taking exception to a speech made 
by Bob Windfohr. 

Mr. Hesetron. I am simply trying to find out whether there is any 
possibility that the several State agencies under this compact com- 
mission are in fact engaging in a coopertive, shall I say 

Mr. THompson. Never even considered such a thing. 

Mr. Hesevron. Let me finish. Let’s say cooperative, which is a 
perfectly good word. 

Mr. THompson. We don’t even cooperate in limiting production. 

Mr. Hesevron. Well, I will take the adjective out. Are engaged 
in any effort to reduce the national stocks of crude oil. 

Mr. THompson. We never have even considered such a thing. The 
compact commission discusses techniques in production, cases at law. 
I am chairman of the legal committee and we discuss the latest cases. 
It is just a fact forum where people get together and talk. It has 
no authority to do anything ant doesn’t attempt to do anything. The 
fact is 

Mr. Heseiton. Why is it 

Mr. THomrson. May I finish, sir. For years we were criticized 
because the compact did not do anything. We were asked time and 
time again to “Bring us some specific thing the compact has done.” 
We were trying to keep it from doing anything except to educate 
the people. It has no power and no force, except the force and power 
of enlightened public opinion on conservation. 

Mr. Hesetton. Why do you suppose Mr. Pound chose to select 
these words: “Nor has any credit im given to us for our attempt 
to cooperate” ¢ 

Mr. THomeson. You will have to ask Mr. Pound. I have no idea. 
I had no agreement with him about anything, ever, and I feel sure 
no one else did on allowables. 

Mr. Hesettron. No, I want to know why he used those words, “to 
cooperate in reducing” 

Mr. THompson. You will have to get him up here and ask him. I 
have cooperated with him in trying to get better laws in the States 
and better administration, but never at reducing allowables, as you 
are saying there. Mr. Pound would be the best man for that. 

Mr. Heserron. All right, sir. In 1948, during the course of hear- 
ings before this committee, and in the body of the hearings, I inserted 
a letter I received from a person in Texas which viet as follows: 


If you really want more oil, you can get it overnight by getting proration 
doubled. 


That makes sense to me. 


An oil well recently came in on my property which flowed at the rate of 350 
gallons per hour, and the allowable for this well, costing over $200,000 to drill, 
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will be 210 barrels a day for not over 6 months and then probably half that. 
Does that make sense? 

That is his question in the letter. 

Mr. Tuompson. Where is his well located ? 

Mr. Heserron. I don’t know, in Texas somewhere. 

Mr. Trrompson. I am sure he got a fair allowable, Mr. Congressman. 

Mr. Heserron. He apparently did not think so. 

Mr. Tompson. Will you give me his name, and I will look it up 
for you. 

Mr. Hesetron. I did not insert the name. If I can find the letter, 
I will give it to you. 

Mr. Tuompson. Thank you. I would like to help him get straight- 
ened out. If we are in error, we would like to correct it. It sounds 
like a good allowable though. 

Mr. Hesevron. Have you recently seen a statement from an article 
written by Mr. Samuel Nakasian, in which he says: 

Today by their exclusive long-term concessions, seven corporate systems own 
practically all production rights outside of North America, the most profitable 
oil-bearing formations of the free world. Through a process of rational de- 
velopment, each of the seven corporate systems by virtual integration has 
brought under central management and order all petroleum operation, crude 
production, refining, transportations, and marketing. Therefore one should rea- 
sonably expect to find a related policy with respect to crude oil production and 
refining * * * for each of the producing companies. 

Mr. Tuompson. No; I have not read the article. 

Mr. Hesevron. Of course, I realize it is outside, perhaps, your im- 
mediate concern, but does that give you any cause 


Mr. Tompson. You are talking about Dutch, did you say? 
Mr. Hesetron. No; this is the Standard Oil Co. of New Jersey, 
I uD pane, Socony-Vacuum, Gulf, Standard of Texas, Royal Dutch, 


and Anglo-Iranian. 

Mr. Tuompson. Abroad ? 

Mr. Hesevron. Outside of North America. 

Mr. Tuomprson. No; I wouldn’t know. 

Mr. Hesevron. Finally, the chairman was inquiring this morning 
about the price increases granted in 1946 and 1947. Apparently there 
was furnished to the committee at the request of the chairman the 
date and amount of increase and who initiated it. I call your par- 
ticular attention to the dates and to the person or company initiating. 
April 1, 1946, 10 cents by the Office of Price Administration; July 
26, 1946, 25 cents by Humble Oil & Refining Co.; November 11, 1946, 
10 cents by Sun Oil Co.; March 10, 1947, 25 cents by Standard Oil Co. 
of Indiana; October 15, 1947, 20 cents by Southern Minerals Corp. ; 
November 28, 1947, 50 cents by Sun Oil Co. 

Having in mind that those price increases were initiated by the 
Office of Price Administration first, and then by five different com- 
panies, is it a fair conclusion that a pattern had grown up by that 
time, by which, without any agreements, consultations, or anything 
that would remotely approach a violation of the existing antitrust 
laws, that someone could announce an increase, and everyone else 
followed through ? 

Then the next increase was by another one, and the third by another, 
and so on, so that what I suggested this morning was a very effective 
pattern which can be used to bring about what the chairman said and 
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what I said might well be considered the effects which the antitrust 
laws were enacted to avoid, without any open violation ? 

Mr. THompson. Well, you are not asking a question. 

Mr. Heseiron. Yes. I asked you if that did not lead to a fair in- 
ference that that was the result of it, and the pattern that appears in 
these price increases. 

Mr. TuHomerson. I wouldn’t know, because it is beyond my scope of 
work, 

Mr. Hesevron. What effect would it have then on the work of the 
Texas Railroad Commission if Congress was to repeal the Connally 
Hot Oil Act? 

Mr. THompson. Well, you could allow oil produced contrary to 
State law to move across State lines. It would take away that addi- 
tional police power that is being used now to keep hot oil out of inter- 
state commerce. We watch it as closely as we can. It is quite an aid 
to have one more check there. 

Mr. Hesexron. I have not been able to find a decision, but I had it 
suggested to me sometime, that when the Supreme Court or whatever 
court it was, passed upon the constitutionality of the Connally Hot 
Oil Act it said in effect under existing circumstances, because of pre- 
vailing conditions, we are led to approve the constitutionality of the 
law, but did not pass flatfootedly on the constitutionality and reserve 
to the future the question of further determination under the different 
conditions. Do you know of any decision to that effect ? 

Mr. THompson. No; I don’t. 

Mr. Heseiron. Was the Connally Act litigated ? 

Mr. THompson. I don’t recall that it was. We had one case under 
the NRA that was—the Panama Refining Co. case. 

Mr. Hesevton. Did that involve the Connally Act? 

Mr. THompson. Well, it involved illegal oil, under the code, But 
they found the penal section had been omitted from the Executive 
order. Therefore, after trying the man all the way up, they found 
nothing to it. 

Mr. Hesevron. Does the Texas Commission have and understand- 
ing with the authorities in Venezuela concerning concurrent produc- 
tion or any increase in the amount of production allowed? What I 
mean is when Texas cuts allowables, does Venezuela do so also, and 
conversely when it increases does Venezuela do so also? 

Mr. THompson. We have no such understanding. The Venezuelan 
people, when we had to reduce our production on account of excessive 
stocks, sent a telegram to our commission saying they were glad to tell 
us they were reducing their production as in line with the Texas re- 
duction. But it was no agreement, it was just a message from the 
Bureau of Mines and fomento. We have no agreements with them 
whatever. 

Mr. Hesevtron. Do they have a monthly allowable? 

Mr. Tuompson. No; I don’t think they do. I don’t know just how 
they do arrange theirs, but they sent us a telegram and we wrote them 
a letter of thanks. 

Mr. Heseiron. They do regulate the production of crude oil there ? 

Mr. TxHompson. I am not sure just how they do it. They are 
starting to institute studies on reservoir control. They sent some of 
their engineers in to our fields, and then in turn they asked us for 
the loan of one of our engineers. He is presently down there with 
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them studying some water-injection and gas-injection problems. His 
name is Jack Baumel. 

Mr. Hesexton. I am not sure you should be asked the question, but 
does the amount of Venezuela production vary in the same ratio that 
the amount in Texas varies, from month to month ? 

Mr. THompson. No; I think not. 

Mr. Hesevron. You think not? 

Mr. Tuomrson. They produce about 1,800,000 barrels a day, I be- 
lieve, at the moment. Their oil does not conflict with ours. It is low 
gravity and does not meet our head-on competition. 

Mr. Hesevron. Last week Mr. Russell Brown was before the com- 
mittee, and he stated these seven oil companies that I have referred 
to, which have large interests abroad, primarily in the Middle East, 
“determine the price of every barrel of oil produced in the United 
States.” 

Do you agree with Mr. Brown’s statement ? 

Mr. Tompson. Well, I do not know who determines the price. I 
really do not know. I don’t disagree or agree with him. I just don’t 
know anything about who fixes the price of oil. 

Mr. Hesevron. If this determination of price is controllable—— 

Mr. THompson. I suppose that is an opinion he is giving. 

Mr. Hesevron. Yes; no doubt. If this determination of price is 
controlled by these companies operating abroad through their control 
of imports, what would be the situation if the amount of imports was 
a known fact? Would these same companies, or these and some of 
these together with other companies possess such a dominant role in 
making nominations to your commission or in indicating their re- 
finery purchases to the Bureau of Mines, that they would exercise the 
same pressure in determination of price of every barrel produced in 
this country ¢ 

Mr. Tompson. I don’t know. 

Mr. Heseuron. Can you give us now, or supply for the record, the 
allowables set for the commission, compared to what the total pro- 
duction would have been if it had been at maximum efficiency rate of 
production since the commission first administered the statute? 

Mr. TxHompson. Since what? 

Mr. Hesevron. Since the commission first administered the statute. 

Mr. Txomerson. No. 

Mr. Hesevron, You can’t give me that? 

Mr. THompson. I don’t have any such figures. 

Mr. Heseiton. Could you supply it for the record ? 

Mr. Tuompson. It would take a great deal of work. 

Mr. Hesevton. Would it? 

Mr. Txuompson, How important is it to you? We have a small 
force, and that would take a month to go through, since 1932, and 
check every month. It would take a month’s time, Unless you really 
want it for some very important reason, I see no reason why I should 
put somebody collecting stuff for a month. 

Mr. Heseuton. You do keep a permanent record, undoubtedly, of 
the allowables set month by month? 

Mr. Txompson. Yes. 

Mr, Heseiton, That would not be too much difficulty ? 

Mr. Tompson. No, I could get you that. 


86179—54——_43 
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Mr. Hesevron. Now, the question is, you do not keep a record of 
what you determine to the amount that would have been produced if 
you had relied on the maximum eflicient rate ¢ 

Mr. THomrson. We don’t approach it that way at all. Each field 
has its maximum efficient rate, and we have all of those records in 
transcripts of hearings on those particular fields. There are 1,600 of 
them. 

Mr. Heseuron. Well, can I then try to get it this way: Perhaps you 
can express an opinion on it. Presumably the cienalios were much 
below the maximum efficient rate from the depression years until the 
war, is that true? 

Mr. Tuompson. I did not quite hear it. 

Mr. Hesevron. I said presumably the allowables were much below 
the maximum efficient rate from the depression years until the war. 

Mr. THomrson. Well, we senaaianed around a million barrels re- 
serve before World War II came, and then we consumed all of that. 
At the end of the war 

Mr. Hesetton. I was coming to that, General. 

Mr. Tuompson. Well, I am trying to tell you how we did it. If we 
had not built up some reserve, we wouldn’t have had any oil for the 
war. 

Mr. Heserron. Well, have the allowables been set at the maximum 
efficient rate? Were they set at or beyond the maximum efficient rate 
figure during the war? 

Mr. Tuompson. As I recall, we produced every barrel that we could 
produce at the most efficient rate and even more. We even harmed 
some of our fields, which is regrettable, but the demand was eminent, 
we had to furnish it. It was an emergency. 

Mr. Hesruron. Subsequent to the war, did you actually reduce the 
amount of the allowables? 

Mr. Tuomrson. When V—J Day came, we cut 600,000 barrels, be- 
cause that was the military load. This was done so as not to accumu- 
late needless wasteful stocks in storage above ground. 

Mr. Hesevton. What is the situation as of this date with reference 
to V-+J Day? 

Mr. Tuompson. If we took the MER of every field in the State and 
produced 31 days in July instead of 21, as we are, we could produce 
1,100,000 barrels more per day if the pressure would stay. But I fear 
the pressure would drop off very drastically in a couple of months. 
That is the reason I say we have, perhaps, a dependable 600,000-bar- 
rels-a-day reserve. The Secretary of the Navy, if you will recall, put 
it at 1,100,000 barrels. Those figures are a little more than 1,100,000. 
They are about 1,180,000. You could subtract one figure from the 
other there, in the letter from Secretary Anderson. I figured sustained 
production say for a war, would be only about. half that or even less 
as the war lengthened. 

Mr. Heserron. Did you within the last few days set your allow- 
ables for August ? 

Mr. Tuompson. Yes, sir; we did. 

Mr. Heseiton. What was the overall ? 

Mr. THompson. I gave that figure this morning. We set it above 
the Bureau of Mines, 430,000 barrels, above the Bureau of Mines. 
Texas allowable above the Bureau 346,920 barrels for crude oil and, 
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if you include natural distillates and condensates, it is 414,570 barrels 
above the Bureau of Mines. 

Mr. Hesexton. What is that with reference to this month’s allow- 
ables ? 

Mr. Txuompson. It is 10,900 barrels additional. 

Mr. Heserron. That is all, Mr. Chairman. 

Mr. Hinsnaw (presiding). Are there any other questions? 

Tf not, thank you very much. 

Mr. Txompson. Thank you very much, Mr. Chairman. I have 
enjoyed being here very much. 

(The following material was submitted for the record by Mr. 
Thompson :) 


ExHiBir FOR TESTIMONY oF ErRNest O. THOMPSON 


Acts, 1984, 44TH LEGISLATURE, LAWS oF TEXAS, CHAPTER 76, PROVIDING FOR CON- 
SERVATION OF OIL AND GAS RESOURCES, PREVENTION OF WASTE, AND ENFORCEMENT 
oF CONSERVATION LAWS 


Be it enacted by the Legislature of the State of Texas: 

Secrion 1. Unless the context otherwise requires, the words defined in this 
Section shall have the following meaning when used in this Act, to wit: “Com- 
mission” means the Railroad Commission of Texas. “Person” means any natural 
person, corporation, association, partnership, receiver, trustee, guardian, execu- 
tor, administrator and a fiduciary or representative of any kind. The word 
“pool” means an underground reservoir containing a connected accumulation of 
crude petroleum oil, nor natural gas, or both. The words “crude petroleum oil,” 
“erude petroleum.” “crude oil,” and “oil” mean the same thing whether used in 
this Act or elsewhere in the conservation Statutes of this State relating to 
oil and gas. The words “natural gas” and “gas” mean the same thing whether 
used in this Act or elsewhere in the conservation Statutes of this State relating 
to oiland gas. The words “product” or “product of crude petroleum oil or natural 
gas” mean any commodity or thing made or manufactured from crude petroleum 
oil or natural gas, and all derivatives or byproducts of crude petroleum oil or 
natural gas, including refined crude oil, crude tops, topped crude, processed 
crude petroleum, residue from crude petroleum, cracking stock, uncracked fuel 
oil, treated crude oil, fuel oil, residuum, gas oil, naphtha, distillate, gasoline, 
kerosene, benzine, wash oil, waste oil, lubricating oil, casinghead gas, casinghead 
gasoline, blended gasoline, and blends or mixtures of crude petroleum oil, or 
natural gas, or any derivatives or byproducts thereof. 

Sec. 2. Article 6014 of the Revised Civil Statutes of Texas 1925, as amended 
by Section 1, Chapter 26, Acts of the Forty-second Legislature, First Called 
Session, as further amended by Section 1, Chapter 2, Acts of the Forty-Second 
Legislature, Fourth Called Session, is hereby amended so that the same shall 
hereafter read as follows: 

“Articrp 6014. The production, storage or transportation of crude petroleum 
oil or of natural gas in such manner, in such amount, or under such conditions 
as to constitute waste is hereby declared to be unlawful and is prohibited. The 
term ‘waste’ among other things shall specifically include— 

“(a) The operation of any oil well or wells with an inefficient gas-oil 
ratio, and the Commission is hereby given authority to fix and determine by 
order such ratio; provided that the utilization for manufacture of natural 
gasoline or gas produced from an oil well within the permitted gas-oil 
ratio shall not be included within the definition of waste. 

“(b) The drowning with water of any stratum or part thereof capable of 
producing oil or gas, or both oil and gas, in paying quantities. 

“(c) Underground waste or loss however caused and whether or not 
defined in other subdivisions hereof. 

“(d) Permitting any natural gas well to burn wastefully. 

“(e) The creation of unnecessary fire hazards. 

“(f) Physical waste or loss incident to, or resulting from, so drilling, 
equipping, locating, spacing or operating well or wells as to reduce or tend 
to reduce the total ultimate recovery of crude petroleum oil or natural gas 
from any pool. 
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“(g) Waste or loss incident to, or resulting from, the unnecessary, inefti- 
cient, excessive, or improper use of the reservoir energy, including the gas 
energy or water drive, in any well or pool; however, it is not the intent of 
this Act to require repressuring of an oil pool or that the separately owned 
properties in any pool be unitized under one management, control, or owner- 
ship. 

“(h) Surface waste or surface loss, including the storage either perma- 
nent or temporary of crude petroleum oil, or the placing any product thereof, 
in open pits or earthen storage, and all other forms of surface waste or 
surface loss,.including unnecessary or excessive surface losses, or destruc- 
tion without beneficial use, either of crude petroleum oil or of natural gas. 

“(i) The production of crude petroleum oil in excess of transportation or 
market facilities or reasonable market demand. The Commission may deter- 
mine when such excess of production exists or is imminent and ascertain 
the reasonable market demand. 

“The Commission may consider any or all of the above definitions, whenever 
the facts, circumstances, or conditions make them applicable, in making rules, 
regulations, or orders to prevent waste of oil or gas. 

“Nothing in this Section shall be construed to authorize limitation of pro- 
duction of marginal wells, as such marginal wells are defined by Statute, below 
the amount fixed by Statute for such wells.” 

Sec. 3. Section 2, Chapter 2, Acts of the Forty-second Legislature, Fourth 
Called Session, is hereby amended so that the same shall hereafter read as 
follows: 

“Secrron 2. The Commission shall have no authority to make any rule, regu- 
lation, or order, or in any wise determine or hold that any mode, manner, or 
process of refining crude petroleum oil constitutes waste. 

“Nothing in this Act shall be construed as granting to the Commission any 
power or authority to restrict, or in any manner limit the drilling of wells for 
the purpose of exploring for crude petroleum oil or natural gas or both in 
territory not known to produce either such oil or gas. 

“The Commission shall not, under the terms of Subdivision (j) of Section 2 
hereof, restrict the production of crude petroleum oil from any new field brought 
into production by such exploration until the total production therefrom aggre- 
gates ten thousand (10,000) barrels of crude petroleum oil per day, provided, 
however, the Commission’s power to restrict the production from such new field 
under the remaining subdivisions of said Section 2 shall not be affected or limited 
by this paragraph.” 

Sec. 4. Article 6029 of the Revised Civil Statutes of Texas, 1925, as amended 
by Section 15, Chapter 26, Acts of the Forty-second Legislature, First Called 
Session, as further amended-by Section 7, Chapter 2, Acts of the Forty-second 
Legislature, Fourth Called Session, is hereby amended so that the same shall 
hereafter read as follows: 

“ARTICLE 6029. The Commission shall make and enforce rules, regulations, or 
orders for the conservation of crude petroleum oil and natural gas and to prevent 
the waste thereof, including rules, regulations, or orders for the following 
purposes : 

“(1) To prevent the waste, as hereinbefore defined, of crude petroleum, oil, 
and natural gas in drilling and producing operations and in the storage, piping, 
and distribution thereof. 

“(2) To require dry or abandoned wells to be plugged in such way as to confine 
erude petroleum cil, natural gas, and water in the strata in which they are found 
and to prevent them from escaping into other strata. 

“(3) For the drilling of wells and preserving a record thereof. 

“(4) To require wells to be drilled and operated in such manner as to prevent 
injury to adjoining property. 

“(5) To prevent crude petroleum oil and natural gas and water from escaping 
from the strata in which they are found into other strata. 

“(6) To establish rules and regulations for shooting wells and for separating 
erude petroleum oil from natural gas. 

“(7) To require records to be kept and reports made. 

“(8) It shall do all things necessary for the conservation of crude petroleum 
oil and natural gas and to prevent the waste thereof, and shall make and enforce 
such rules, reguiations, or orders as May be necessary to that end. 

“(9) To provide for the issuance of permits, tenders, and other evidences of 
permission when the issuance of such permits, tenders, or permission is necessary 
or incident to the enforcement of its rules, regulations, or orders for the preven- 
tion of waste.” 
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Sec. 5. Section 3, Chapter 2, Acts of the Forty-second Legislature, Fourth Called 
Session, as amended by Section 1, Chapter 45, Acts of the Forty-third Legislature, 
Second Called Session, is hereby amended so that same shall hereafter read 
as follows: 

“Spec. 3. The Commission shall have the power, and it shall be its duty, from 
time to time to inquire into the production, storage, transportation, refining, 
reclaiming, treating, marketing, or processing of crude petroleum oil and natural 
gas, and the reasonable market demand therefor, in order to determine whether 
or not waste exists or is imminent, or whether the oil and gas conservation 
laws of Texas or the rules, regulations, or orders of the Commission promulgated 
thereunder are being violated. It shall be the duty of all persons producing, 
storing, transporting, refining, reclaiming, treating, marketing, or processing 
crude petroleum oil or natural gas or the products of either to keep in this State 
accurate records as to the amount produced, stored, transported, refined, re- 
claimed, treated, marketed, or processed by such person; and as to the source 
from which such person has produced, obtained, or received crude petroleum 
oil, natural gas, or the products of either, and the disposition made of same, 
The Commission shall have the power to require all such persons to make and 
file with the Commission sworn statements or reports as to facts within their 
knowledge or possession pertaining to the reasonable market demand for crude 
petroleum oil and to the production, storage, transportation, refining, reclaim- 
ing, treating, marketing, or processing of crude petroleum oil or natural gas 
and products of either, including those facts enumerated herein; and to require 
any well, lease, refinery, plant, tank or storage, or pipe line, or gathering line, 
belonging to or under the control of any such person to be inspected or gauged 
by the agents of the Commission whenever and as often and for such periods 
as the Commission may deem necessary ; and the Commission and its agents and 
the Attorney General and his assistants and representatives may likewise exam- 
ine the books and records of any such person as often as deemed necessary for 
the purpose of ascertaining the facts concerning the matters and things here- 
inabove set forth. The failure of any corporation chartered under the laws of 
this State to comply with the provisions of this Section and to keep such records 
in this State, or the refusal to permit the officers herein mentioned to inspect 
and examine the records herein required, shall constitute grounds for a for- 
feiture of its charter rights and privileges and the dissolution of its corporate 
existence. Any such violation by a foreign corporation shal! be ground for 
enjoining and forever prohibiting such corporation from doing business in this 
State. It shall be the duty of The Attorney General when in his judgment the 
public interest requires it, upon his motion, and without leave or order of any 
judge or Court, to institute suit or other appropriate action in Travis County for 
forfeiture of charter rights of any domestic corporation and enjoining any 
foreign corporation from doing business in this State, when any such corpora- 
tion is deemed guilty of violating the provisions of this Section; and, upon 
judgment against such defendant for violation of the provisions of this Section, 
the Court may if in its judgment the public interest requires it, forfeit the 
charter rights of a defendant domestic corporation and enjoin a defendant foreign 
corporation from doing business in this State thereafter.” 

Sec. 6. Section 7, Chapter 26, Acts of the Forty-second Legislature, First Called 
Session, as amended by Section 5, Chapter 2, Acts of the Forty-second Legis- 
lature, Fourth Called Session is hereby amended so that the same shall here- 
after read as follows: 

“Sro. 7. Upon the initiative of the Commission, or upon the verified complaint 
of any person interested in the subject matter, that waste of crude petroleum oil 
or natural gas is taking place in this State, or is reasonably imminent, the Com- 
mission may hold a hearing, at such time and place as it may fix, to determine 
whether or not waste is taking place, or is reasonably imminent and what, if 
any, rule, regulation, or order should be made or what, if any, other action 
should be taken to correct, prevent or lessen such waste. At said hearing all 
parties interested shall be entitled to be heard and introduce evidence and to 
require the attendance of witnesses and the production of evidence may be re- 
quired as provided by law. If upon the hearing the Commission shall find that 
waste is taking place, or is reasonably imminent, the Commission shall make 
such rules, regulations or orders as in its judgment is reasonably required to 
correct, prevent or lessen such waste. 

“In the event any such rule, regulation or order which the Commission may 
adopt provides for the limitation or fixing of the production of crude petroleum 
oil, or of natural gas from wells producing gas only, in any pool or portion there- 
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of, the Commission shall distribute, prorate, or otherwise apportion or allocate, 
the allowable production among the various producers on a reasonable basis. 

“From and after the promulgation of any rule, regulation or order of the Com- 
mission it shall be the duty of each person affected thereby to comply with the 
same.” 

Sec. 7. Section 5, Chapter 313, Acts of the Forty-first Legislature, Regular 
Session, is hereby amended so that the same shall hereafter read as follows: 

“Sec. 5. No rule, regulation or order shall be adopted by the Commission under 
the provisions of this Act or of Title 102 of the Revised Civil Statutes of Texas, 
1925, as amended dealing with the conservation of oil and gas and the preven- 
tion of the waste thereof, except after hearing upon at least ten (10) days notice 
given in the manner and form prescribed by the Commission; provided that in 
case an emergency is found by the Commission to exist, which, in its judgment 
requires the making of a rule, regulation or order without notice and hearing, 
such emergency rule, regulation or order may be promulgated and shall have 
the same validity as if a hearing with respect to the same had been held after 
due notice. The emergency rule, regulation or order authorized herein shall 
remain in force no longer than fifteen (15) days from its effective date, and, in 
any event, it shall expire when the rule, regulation or order made after due 
notice and hearing with respect to the subject matter of such emergency rule, 
regulation or order becomes effective. 

“The Commission may, without prior notice, revoke any rule, regulation or 
order promulgated by it; and it may, without prior notice, amend the same, 
provided the subject matter of the amendment was considered at the hearing 
made the basis for such rule, regulation or order. The renewal or extension of 
any rule, regulation or order shall be based upon a hearing after proper notice, 
subject to the provisions of this Section with reference to emergency rules, regu- 
lations and orders. 

Sec. 8. The publication in any newspaper of any rule, regulation, or order of 
the Commission shall not be required before such rule, regulation, or order 
shall become effective for any purpose except as may be required for the enforce- 
ment of the criminal provisions of Chapter 165, Acts of the Forty-third Legis- 
lature, Regular Session, or any amendment thereof. 

Sec. 9. Section 6, Chapter 2, Acts of the Forty-second Legislature, Fourth 
Called Session, is hereby amended so that same shall hereafter read as follows: 

“Sec. 6. In order to prevent unreasonable discrimination in favor of one pool 
as against another, and upon written complaint and proof of such discrimination, 
the Commission is authorized to allocate or apportion the allowable production 
of crude petroleum oil upon a fair and reasonable basis among the various pools 
in the State; provided, however,-that in allocating or ascertaining the reasonable 
market demand for the whole State the reasonable market demand of one pool 
shall not be discriminated against in favor of any other pool; and provided 
further, that the Commission shall ascertain the reasonable market demand of 
each such respective pool as the basis for determining the allotments to be 
assigned each such respective pool, to the end that such discrimination may be 
prevented.” 

Sec. 10. The purchase, acquisition, or sale, or the transportation, refining, 
processing, or handling in any other way, of crude petroleum oil or natural gas, 
produced in whole or in part in violation of any oil or gas conservation Statute 
of this State or of any rule, regulation, or order of the Commission thereunder, 
is hereby prohibited. 

The purchase, acquisition, or sale, or the transportation, refining, processing, 
or handling in any other way, of any product of crude petroleum oil or natural 
gas which product is derived in whole or in part from any crude petroleum oil 
or natural gas or any product of either, which crude petroleum oil or natural 
gas or product was in whole or in part produced, purchased, acquired, sold, 
transported, refined, processed, or handled in any other way in violation of any 
oil or gas conservation Statute of the State, or of any rule, regulation, or order 
of the Commission thereunder, is hereby prohibited. 

The Commission shall have the power to promulgate and enforce such rules, 
regulations, and orders as may be necessary to carry the provisions of this 
Section into effect and to prevent a violation thereof; provided that whenever 
the Commission requires a showing that refined products were manufactured 
from oil legally produced, such requirement shall be of uniform application 
throughout the State ; and provided that whenever such rule, regulation, or order 
is promulgated for the purpose of controlling any condition in any local area or 
to prevent a violation in any local area, then upon the complaint of any person 
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that the same or similar conditions exist in some other local area and the pro- 
mulgation and enforcement of such rule could be beneficially applied to such 
additional area, the Commission shall determine whether or not such conditions 
do exist, and if it be shown that they do, then such rule, regulation, or order 
shall be enlarged to include such additional area. 

None of the provisions of this Section shall apply to the purchase of any 
products of crude petroleum when made by the ultimate consumer from a retail 
distributor thereof. 

Sec. 11. Article 6033 of the Revised Civil Statutes of Texas, 1925, is hereby 
amended so that the same shall hereafter read as follows: 

“ARTICLE 6033. Owners or operators of oil or gas wells shall, before connecting 
with any oil or gas pipe line, secure from the Commission a certificate showing 
compliance with the oil and gas conservation laws of the State and conservation 
rules and regulations and orders of the Commission. No operator of a pipe line 
or other carrier shall connect with any oil or gas well until the owner or operator 
of such well shall furnish a certificate from the Commission that such conserva- 
tion laws and such rules, regulations, and orders have been complied with; pro- 
vided, this Section shall not prevent a temporary connection with any well in 
order to take care of production and prevent waste until opportunity shall have 
been given the owner or operator of such well to secure such certificate. 

“The Commission shall have the power to cancel any certificate of compliance 
issued under the provisions of this Section when it appears that the owner or 
operator of a well covered by the provisions of same has violated or is violating, 
in connection with the operation of said well or the production of oil or gas there- 
from, any of the oil or gas conservation laws of this State or any of the rules, 
regulations, or orders of the Commission promulgated thereunder. Upon notice 
from the Commission to the operator of any pipe line or other carrier connected 
to any such oil or gas well that the certificate of compliance with reference to 
such well has been cancelled by the Commission, the operator of such pipe line 
or other carrier shall disconnect from such well and it shall be unlawful for the 
operator of such pipe line or other carrier to transport oil therefrom until a new 
certificate of compliance has been issued by the Commission. Upon notice from 
the Commission that a certificate of compliance as to any oil or gas well has been 
cancelled by it as herein provided, it shall be unlawful for the owner or operator 
of such well to produce oil or gas therefrom until a new certificate of compliance 
covering such well has been issued by the Commission as herein provided? 

Sec. 12. Article 6036 of the Revised Civil Statutes of Texas, 1925, as amended 
by Section 3, Chapter 26, Acts of the Forty-second Legislature, First Called Ses- 
sion, and as further amended by Section 2, Chapter 64, Acts of the Forty-third 
Legislature, Third Called Session, is hereby amended so that the same shall here- 
after read as follows: 

“ARTICLE 6036. In addition to being subject to any forfeiture that may be pro- 
vided for by law and to any penalty that may be imposed by the Commission for 
eontempt for the violation of its rules, regulations, or orders, any person violating 
any of the provisions of this Act or of Title 102, Revised Civil Statutes of Texas, 
1925, as amended, or violating any rule, regulation, or order of the Commission 
promulgated thereunder, shall be subject to a penalty of not more than One 
Thousand Dollars ($1,000) for each and every day of such violation and for each 
and every act of such violation, to be recovered in any Court of competent juris- 
diction in Travis County, or in the county of the residence of the defendant or, 
if there be more than one defendant, in the county of the residence of any of 
them, or in the county in which the violation is alleged to have occurred, such 
suit by direction of the Commission to be instituted and conducted in the name 
of the State of Texas by the Attorney General or by the county or district attor- 
ney where such suit is brought. The recovery or payment of any such penalty 
shall not authorize the violation of any provision of this Act, or Title 102, Revised 
Civil Statutes of Texas, 1925, as amended, or of any rule, regulation, or order of 
the Commission promulgated thereunder. 

“Any person aiding or abetting any other person in the violation of this Act, 
or of Title 102, Revised Civil Statutes of Texas, 1925, as amended, or of any rule, 
regulation, or order of the Commission promulgated thereunder, shall be subject 
to the same penalties as are prescribed herein for violation thereof by any such 
other person.” 

Sec. 13. Whenever it shall appear that any person is violating or threatening 
to violate any provision of this Act, or of Title 102, of the Revised Civil Statutes 
of Texas, 1925, 2s amended, or of any rule, regulation, or order of the Commission 
promulgated thereunder, the Commission, through the Attorney General, shall 
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bring suit in the name of the State of Texas against such person in any Court of 
competent jurisdiction in Travis County, or in the county of the residence of the 
defendant or, if there be more than one defendant, in the county of the residence 
of any of them, or in the county in which such violation is alleged to have 
occurred, to restrain such person from violating such Statute or such rule, regu- 
lation, or order of the Commission, or any part thereof; and in such suit the 
Commission in the name of the State of Texas may obtain such injunctions, pro- 
hibitory and mandatory, including temporary restraining orders and temporary 
injunctions, as the facts may warrant. 

The violation by any person of any injunction granted under the provisions of 
this Section shall be sufficient grounds for the appointment by the Court, either 
upon its own motion or that of the Commission in the name of the State of Texas, 
of a receiver to take charge of such properties of such person, and to exercise 
such powers as in the judgment of the Court shall be necessary in order to bring 
about compliance with such injunction ; provided, however, that no such receiver 
shall be appointed except after notice and hearing. The power to appoint a 
receiver as herein provided shall be in addition to and cumulative of the power 
to punish for contempt. 

Sec. 14. Section 8, Chapter 26, Acts of the Forty-second Legislature, First 
Called Session, as amended by Section 8, Chapter 2, Acts of the Forty-second 
Legislature, Fourth Called Session, is hereby amended so that the same shall 
hereafter read as follows: 

See, 8. Any interested person affected by the conservation laws of this State 
relating to crude petroleum oil or natural gas, and the waste thereof, including 
this Act, or by any rule, regulation or order made or promulgated by the Com- 
mission thereunder, and who may be dissatisfied therewith, shall have the right 
to file a suit in a Court of competent jurisdiction in Travis County, Texas, and 
not elsewhere, against the Commission, or the members thereof, as defendants, 
to test the validity of said laws, rules, regulations or orders. Such suit shall be 
advanced for trial and be determined as expeditiously as possible and no post- 
ponement thereof or continuance shall be granted except for reasons deemed 
imperative by the Court. In such trials, the burden of proof shall be upon the 
party complaining of such laws, rule, regulation or order; and such laws, rule, 
regulation or order so complained of shall be deemed prima facie valid.” 

Sec. 15. Section 6-a, Chapter 2, Acts of the Forty-second Legislature, Fourth 
Called Session, is hereby amended so that the same shall hereafter read as fol- 
lows: 

“Sec. 6-a. It is further provided that in the administration of this Act the Com- 
mission shall, at all times, take into consideration and protect the rights and 
interests of the purchasing and consuming public of crude oil, and all of its 
products, such as gasoline, and lubricating oil; provided however, that if this 
Section be held for any reason unconstitutional the remaining Sections of this 
Act shall, nevertheless, be valid; and it is declared that such remaining portions 
would have been included in this Act though this particular Section had been 
omitted.” 

Sec. 16. This Act shall be cumulative of all laws of the State of Texas, not 
inconsistent herewith and not hereby expressly repealed or amended. 

Seo. 17. Articles 7, 6009, 6011, and 6017 of the Revised Civil Statutes of 
Texas, 1925; Section 6, Chapter 313, Acts of the Forty-first Legislature, Regular 
Session ; Sections 4 and 6, Chapter 26, Acts of the Forty-second Legislature, First 
Called Session; Section 14, Chapter 2, Acts of the Forty-second Legislature, 
Fourth Called Session; and Section 1, Chapter 64, Acts of the Forty-third Legis- 
lature, Third Called Session, are hereby repealed. All other laws and parts of 
laws in conflict or inconsistent with any of the provisions of this Act are hereby 
repealed. No violation committed and no liability, penalty or forfeiture, incurred 
prior to the time when any Statute, or part thereof, repealed or altered by the 
provisions of this Act, shall be discharged or affected by such repeal or altera- 
tion ; but prosecutions and suits for such violations, liabilities, penalties and for- 
feitures, shall be instituted and proceeded with in all respects as if such prior 
Statute, or part thereof, had not been repealed or altered, except that where the 
mode of procedure or matters of practice have been changed by the provisions 
of this Act, the procedure had after this Act shall have taken effect in such prose- 
cution or suit shall be, as far as is practicable, in accordance with the provisions 
of this Act. The amendment, repeal or expiration of a rule, regulation or order of 
the Commission, made or promulgated under the provisions of this Act, or of Title 
102, Revised Civil Statutes of Texas, 1925, as amended shall not have the effect 
of releasing or discharging any person violating said rule, regulation or order 
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prior to the effective date of such amendment, repeal or expiration from any lia- 
bility, penalty or forfeiture incurred prior to such effective date ; but prosecutions 
and suits for such violations, liabilities, penalties or forfeitures shall be instituted 
and proceeded with in all respects as if such rule, regulations or order had not 
been amended, or repealed, or had not expired. 

Sec. 18. Nothing in this Act shall be construed to repeal Chapter 36, Acts of the 
Forty-first Legislature, Fifth Called Session, known as the “Common Purchaser 
Act,” and the amendments thereto, except as specifically repealed hereby or incon- 
sistent herewith ; and this Act shall not be construed to repeal or modify Chapter 
97, Acts of the Forty-third Legislature, Regular Session known as the “Marginal 
Well Act.’ 

Sec. 19. It is especially provided that nothing herein shall in any manner 
affect, alter, diminish, change, or modify the anti-trust and/or monopoly Statutes 
of this State, and that no provisions of this Act shall in any manner directly or 
indirectly authorize a violation of such anti-trust and/or monopoly Statutes, and 
in this connection it is hereby declared and especially provided by the Legisla- 
ture of the State of Texas enacting this legislation that notwithstanding the 
provisions of any other section of this Act, it is the legislative intent that no 
provision of this Act shall in any manner authorize a violation of such anti-trust 
and/or monopoly Statutes; and it is further especially provided that if any pro- 
vision of this Act shall be so construed by any Court of this State, then in that 
event any such section, sub-section, Sentence, or clause or any provision of this 
Act so construed as conflicting with said monopoly and/or anti-trust Statutes, 
is hereby declared null and void rather than the anti-trust and/or monopoly 
Statutes of this State. The legislative intent herein expressed is to prevail and 
take precedence over the provisions of any other section or sections of this Act, 
regardless of any statement therein to the contrary. 

Sec. 20. The provisions of this Act shall end and terminate September 1, 1937. 

Sec, 21. If any section, portion, clause or part of this Act be invalid or uncon- 
stitutional, the same shall not affect any remaining parts of this Act and it is 
expressly hereby declared that the Legislature would have passed such remaining 
parts of this Act with such invalid or unconstitutional section, portion, clause 
or part omitted. 

Sec. 22. The fact that Chapter 2, Acts of the Forty-second Legislature, Fourth 
Called Session, containing some of the more important provisions of the oil and 
gas conservation laws of this State, expires by its terms September 1, 1935, and 
the fact that there are certain conflicts and inconsistencies now appearing in such 
conservation laws which need to be removed and reconciled, and the fact that the 
effective enforcement of the conservation laws requires certain changes in the 
provisions relating to procedure and enforcement, create an emergency and an 
imperative public necessity that the Constitutional Rule requiring that bills be 
read on three several days in each House be suspended, and said Rule is hereby 
suspended, and this Act shall take effect and be in force from and after its pas- 
sage, and it is so enacted. 
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Weekly Index, published weekly from Austin by Texas State House Reporter 
[This exhibit shows type of work done by the Texas Commission in oi] and gas conservation) 
JULY 2 TO JULY 2%, INCLUSIVE 


Railroad Commission: 

Alco (Caddo lime): Water disposal pps pest oat 
Andrews County: Discovery allowable _. asi 
Aransas County: Hearing postponed 
Archer County regular: 

Salt water injection sought_- 

Waterflood permit requested_ sipnds wiiless 
Atascosa County: Discovery allowable. 
Bee County: Hearing calle< 
Benedum Spraberry: Separate field designation... 
Big Hill: Hearing called 
Bird: Hearing called 
Calalien: Hearing called 
Canning (Wolfcamp): Hearing called 
Caplen: Dual, discovery - . - - 
Caruth (1400’ sand): Hearing called. ._.__ 
Cherokee County: Hearing called 
Chocolate Bayou: 

Hearing called _- 

Hearing called____- em 
Clay County regular: Pilot waterflood permit. 
Claytonville (Canyon line): Unit rule order — 
Cologne: Dual completion genebesd 
Concho County: Discovery Be 
Cooke County regular: Hearing called _ 
Cottonwood: Hearing called S5UL. 
Dees (Atoka conglomerate): Dual completion sought tind dps 
Dimmit County: Hearing called. odie 
Discoveries: Fields designated 
Dual: Permit granted 
Duals: Permits granted. 
East Fulton Beach (B-2 sand): 
East Hillister: Hearing called - 
East Holliday: Unitization, waterflood 
Eastland County: Discovery allowable. -- 
Eastland County: Discovery allowable ___- 
East Ringgold (2d conglomerate): Hearing called_____- 
Farmer (San Andres): Hearing postponed ee boii. 5 
Fort Chadbourne: Unitization approved_. dh gp tbs bbbeetiee wesaebem 
Gause: Dual completion — ieee 
Gottschalt: Dual completion __--_--_-- 
Grayson County: 

Discovery allowable 

Do... 

Hearing called____. dy 
Harris County: He aring called - 
Helen Gohike (Wilcox): Dual 
Hockley County: Discovery a 
Jackson County: 

Discovery, field designation 

Rules, field designation 
Joaquin: Dual completion 
Juliana: Hearing called 
Kermit: Dual completion - - ... 
Lamar (A-2 sand) and Lamar (D- 2 sand): - Hearing called _- 
Lamar: Dual completion _. - _- 
Loma Alto Wilcox: Hearing called. 
Loma Novia: Waterflood_. 
Martin County: Hearing called 
Matagorda County: Discovery allowable 
Midfields Townsite (Frio): Hearing called 
Montague County: Discovery allowable 
Moss Bluff: Hearing called _. 
Nolan County: Discovery allowable 
North Government Wells (Wilcox): Operating rules proposed 
North La Ward: Hearing called 
North Ward Estes: Hearing called -. .. 
Nueces County: Hearing called 
Orange: Hearing called __ 2 
Oyster Bayou: Hearing called - 
Palo Pinto County regular: Hearing called 
Pagasus (Pennsylvanian): Tolerance rule exception 
Pickett Ridge: Discovery allowable 
Placedo: Ratio exception. _-..- 
Proration units: New policy announced _. 
Reagan County: Hearing called 
Red Fish Bay Zone 10-B and 15: eames wi called. 
Royston (Canyon): Hearing called_.-- 
Rudman: Hearing called 


eore 
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cow 
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Weekly Index, published weekly from Austin by Texas State House 
Reporter—Continued 


(This exhibit shows type of work done by the Texas Commission in oil and gas ae eepprvations 


Date 





Railroad Commission—Continued 
Sacroc: Briefs notice peenen . July : 
Slau hter: Flare gas exception ___-.. encibeceh oolen eins 
South Bosque: Unitization agreement approved. July 
South Campana (1870’ sand): Net gas-oil ratio rule ars : : July 
South Madisonville (9300’): Hearing called ie _..| July 
South Ward: Hearing called , : ead cuneate July 2 
Stonewall County: Discovery allowable Site 4 annwteke ——sr 
St. Patrick (Hope): Operating rules sought __. ‘ és do. 
Sun: Hearing called hart 4 L July 
Taylor County: Discovery allowable : do 
The city of Nocona: Hearing called __ . July ; 
Three Aces (Cook Sand): Hearing c alled feta e .-| July 
Throckmorton County: | 
Discovery allowable_--......- : ed | July 
Dual, discovery sought ~~ do 
Tom Graham West: Dual completion ~*~ . | July 
Tom O’Connor: Hearing called oieaass c |... do 
Upton County: Dieseveey allowable hennines do 
Waddell: Hearing called » a i July : 
Wagg (conglomerate): Hearing called : July : 
West Flowers Canyon Sand: Rules, top allowable sought. . “ July 
West Sinton: Application denied__ -- anit }...do 
West Willamar: Rule revision SR Re eee 
Wichita County regular: Hearing called... ae ors .| July 
Wilbarger County regular: Salt water oe oan er .....| July 
= ilimann: Dual completion “tal pel. dante 
Winkler County: Hearing called . 
Young County: Discovery allowaple -. 
Young County: Discovery allowable. 
Young County regular: Hearing called. - 
Yzaguirre: Hearing called. _........ 
Business: Charter actions-_-_._.......--- 
Gas: Production increases. 
International imports: Commission summary 4 
Legislature: Water: Study committee appointed -- 
Politics: 
Lieutenant Governor's race 
Political> State tax rate set... __. 
Statistical: Texas stocks decline__. 
Weekly oil calendar --- 
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[From the Texas State House Reporter, Vol. 21, No. 88, July 27, 1953) 


Or REGULATION REPORT 


Gas—Marketed production 


The United States Bureau of Mines’ quarterly report on marketed gas pro- 
duction shows a 5 percent increase for 1953 over the first quarter of 1952. The 
increase in United States total was 74,500 million cubic feet, from 2,152,000 to 
2,226,500. But the west south central region which includes Texas, shows an 
increase of 79,000 million cubic feet, thus accounting for all of the increase and 
making up for declines in other regions. The tables compare the first quarters 
of 1952 and 1953, in million cubic feet. 
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Consumption 
Marketed Net 


Region produc- J j 
| tion | Stored | Resi- | Com- inaus- | Fiela | COP 


| dential | mercial | trial | bonbla 








j 


1952 
West South Central: 


Oklahoma 





TR sateene ase 
United States total 


1958 








West South Central: 








Onn a ok cio ,! “6, 800° 


<5 --|-- 


Total..........----.-..------| 1,686,400 | --6,800 | 89,600 | 39,600 | 416, 500 
United States total ~~} 22 226, 500 |~108, 300 | 716, 500 | 208, 400 | 49, 500 | 











Block II Devonian—/field rules adopted 

Rules were adopted Monday for the block II Devonian field of Andrews County, 
as a result of a commission-called hearing June 4. 

They call for 330/933-foot spacing for wells to the same reservoir; 40-acre 
proration units with no more than 1 well, 20-acre tolerance and a limit of 2,200 
feet between the farthermost points; allocation formula based 75 percent on 
acreage and 25 percent on the well; 150 feet of 600-pound test surface casing 
cemented to the surface with 24-hour waiting-time and 1,000-pound pump pres- 
sure tests; oil string of 3,000-pound test pipe set no higher and top of pay and 
cemented with 1.5 times the calculated amount necessary to fill to 600 feet 
above the uppermost producing horizon, with 24-hour waiting time and 1,200- 
pound pump pressure tests; and datum reservoir pressure tests at (—) 4,950 
feet to be taken each year during the 3 months prior to November 1 after a 48-hour 
shutin. 


Block II Southwest Devonian—field rules adopted 

The Railroad Commission Monday adopted rules for the block II Southwest 
Devonian field of Andrews County, as a result’ of a commission-called hearing 
May 8. They are identical with those for the block II Devonian field above. 


Plemons (Strawn)—casing rule lightened 
The Railroad Commission Monday reduced from 150 to 100 feet the surface 


casing requirement for the Plemons (Strawn) field of Jack County. The change 
results from a hearing held April 15 on request of Plemons Production. Co. 


Statistical—Tegras stocks gain 


Stocks of Texas crude gained 807,000 barrels during the week which ended July 
18, the Bureau of Mines report showed Monday. Total stocks in the United 
States declined 184,000 barrels, while foreign stocks in the United States de- 
clined 44,000 barrels. The tables for the last 2 weeks and the month-ago week, 
in thousands of barrels: 
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| \ 

Change | Change 
July 20 July 11 July 18 | from from 

| | July 1 June 20 


Texas... -.- 131, 247 133, 34¢ 
East Texas proper. oneeterees 10, 891 11, 197 | 
West Texas Ud. OL ieee. 1 61, 804 | 
Gulf Texas. 25, 977 
Other Texas... at 32, 485 | 

Panhandle. . . ; 3, 670 | 
WeUER. 220... si. de : 8, 565 
South . 4, 961 
Rest of State 15, 289 

California Snpees foreign) .. ~s 32, 861 
Foreign. at adele aes 2, 535 

Other foreign......_.....-.--._... 8, 813 

Total crude stocks in United States_. M 278, 543 


oo 8B 
S885 


Sap SSac 
Banke ook 
e252 
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Anson townsite (Flippen lime)—/field rules adopted 

Rules were adopted Monday by the railroad commission for the Anson town- 
site (Flippen lime) field of Jones County, as a result of a commission-called hear- 
ing June 17. 

They call for 330—660-foot spacing for wells to the same reservoir ; 10-acre pro- 
ration units with no more than 1 well, 5-acre tolerance, and a limit of 1,100 
feet between the farthermost points; allocation formula based 50-50 on acreage 
and the well; 60 feet of surface casing of sufficient strength (or more if required 
by the State board of water engineers), cemented to the surface with 24-hour 
waiting time and 1,000-pound pump-pressure tests. 


Richard King—Ratio rule revised 


The railroad commission Monday revised rule 2 (A) for the Richard King 
field of Nueces County, to provide a 2,000:1 net gas-oil ratio limit. It results 
from a hearing held May 5 on application of Southern Minerals Corp., and 
replaces a 10,000:1 permitted injection gas-oil ratio limit. The revised rule 
gives credit on the ratio for gas returned to the reservoir, used on the lease, or 
sold for industrial purposes, 


King-Wilson—Fields consolidated 


The King-Wilson and Abercrombie-King fields of Archer County were com- 
bined Monday by the railroad commission, as a result of a hearing June 24 on 
application of Don L. Choate et al. The King-Wilson rules and name were 
adopted for the combined area. 


Brazoria County—LPG storage permitted 

The railroad commission Monday gave Dow Chemical Co. permission to store 
LPG underground in 2 cavities of 100,000 and 200,000 barrels capacity, under a 
fee tract of 276.56 acres out of the J, BE, Groce 5 leagues grant, to be leached out 
of the Stratton Ridge salt dome topped at 1,313 feet. 
Hearings—Notices issued 

The Texas Railroad Commission Monday issued notices of the following hear- 
ings to be held in Austin: 


Thursday, August 13 


Chocolate Bayou field, Brazoria County: Application of the Phillips Petroleum 
Co. for dual completion of its Banfield well No. 2, addition of the Upper Hots- 
ton Farms between 9,843 and 9,912 feet, and Lower Houston Farms 10,140-54 
to the blanket list of dual completions, and permission to meter oil from 
1 zone. 


Tuesday, August 18 


Round Top (Palo Pinto Reef) field, Fisher County; Applications of Lebus Bras. 
for discovery allowable rights and a new field designation for the producing 
reservoir in their Terrell et al. well No. 1. 

Jack County: Application of the Warren Oil Corp. for discovery allowable rights 
and a new field designation for the producing reservoir in its Smith well No. 1. 

Andrews County: Application of the Texas Co. for discovery allowable rights 
and a new field designation for the producing reservoir in its Parker B well 
No. 1. 
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Wednesday, August 19 


Diego field, Duval County: Application of the Humble Oil & Refining Co. for 
shutdown exemption for its Garcia well No. 1. 

Joyce Richardson fields, Harris County: Application of the Petroleum Manage- 
ment Co, for amendment of the field rules for the field. 

Liberty County: Application of the Austral Oil Exploration Co. for discovery 
allowable rights and a new field designation for the producing reservoir in 
its Worrall well No. 1. 

Rodman-Noel (Greyburg) field, Upton County: Application of the Trebol Oil 
Co. and E. G. Rodman for an MER determination for the field. 


La Blanca—Rules amended 


The railroad commission Monday amended rules 1 and 3 for the La Blanca 
field of Hidalgo County, as a result of a hearing held February 19 on applica- 
tion of La Gloria Corp. 

Rule 1 now calis for 467-—2,640-foot spacing for wells to the same horizon. 
Rule 3 as amended calls for an allocation formula based on bottomhole pressure 
times acreage for each reservoir. Pressure tests are to be made after 24-hour 
shutins and are to be taken during the periods designated by the commission’s 
deputy supervisor for running 24-hour production test on form GWT-2. 


Midficlds—Net ratio rule adopted 


A 2,000 : 1 permitted gas-oil ratio limit was adopted Monday by the railroad 
commission for the Midfields field of Matagorda County, as a result of a hearing 
held May 15 on application of Sun Oil Co, The usual monthly reports are 
required to obtain credit for gas returned to the west sand zone. The rule 
further requires semiannual gas-oil ratio determinations in March, April, May, 
and September, October, November. Reservoir pressure surveys are to be made 
each May and November on key wells to be approved by the eommission's en- 
gineering department. 


Water flooding—Projects approved 


The railroad commission Monday approved these two proposals for water- 
flooding projects: 

Wichita County Regular: Tres Oil Co. to flood the 700-foot sand under its 
S. B. Burnett lease by injection through the No. 29 well, and’ additional wells 
if approved by the commission's engineering department. 

Mirando City field, Webb County: Amigos Oil Co. and all other operators to 
flood the Mirando sand, after approval of individual plans by the engineering 
department, with waivers from offset operators required if proposed injection 
wells are less than 150 feet from the lease line, After a program is approved, 
operators may add injection wells or restore input wells to production, if the 
150-800-foot spacing rule is complied with. A vacuum may be used on any 
well which is 300 feet from a lease line, or on closer ones if offset operators 
waive objection. Rule 2 was amended to permit use of a single string of pipe 
on any oil, gas, or injection well as long as the well is so cased that only the 
Mirando sand is open to the well bore. 


Duals—Permits granted 


The railroad commission Monday granted permission for the dual completion 
of these wells: 


Sharp Ranch (6,700-foot sand) and (Frio sand), Jim Wells County; Magnolia 
Petroleum Co, No. 1 Boerjan. 

Winnsboro (Young) and (Byrd), Wood County: Byrd Oil Corp. No. 1 Reynolds. 

Kelsey Deep (zone 22) and (zone 23), Brooks County: Humble Oil & Refining 
Co. No. 185, McGill Bros. account 2. 

East Ringgold (basal conglomerate), Montague County: Phillips Petroleum Co. 
No. 2 Grimsley. 

Chapman Ranch, Nueces County: Chicago Corp. B No. 1-74 Chapman Ranch. 

South Hutchins, Wharton County: Brazos Oil & Gas Co. Nos. 2 and 8 K. C. 
Martin. 
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684 PETROLEUM STUDY 


Exuisit From TestrMoONy oF Exnest THOMPSON, JULY 23, 1953 


MINERAL INDUSTRY SuRveEYsS—UNITED STATES DEPARTMENT OF THE INTERIOR, 
BUREAU OF MINES 


Douglas McKay, Secretary J. J. Forbes, Director 
For immediate release : July 23, 1953 Weekly Crude oil stock report No. 1031 


Stocks of domestic and foreign crude petroleum at the close of the week ended 
July 18 totaled 279,629,000 barrels, according to data reported to the Bureau of 
Mines, United States Department of the Interior. Compared with the total of 
279,813,000 barrels for the preceding week, this represents a decrease of 184,000 
barrels comprising a decrease of 140,000 barrels in stocks of domestic crude and 
a decrease of 44,000 barrels in stocks of foreign crude. 

Current reports of the industry for the week ended July 18 indicate an increase 
in crude-oil production and a decrease in crude runs. According to the A. P, L., 
the daily average output of crude (including lease condensate) was 6,551,000 
barrels, an increase of 35,000 barrels from the revised figure of 6,516,000 of the 
preceding week. Daily average crude runs to stills of 7,088,000 barrels were 179,- 
000 barrels below the preceding week, and 269,000 barrels above the week ended 
July 19, 1952. Runs of foreign crude amounted to 675,000 barrels daily compared 
with 672,000 barrels in the preceding week. For the 4-week period ending 
July 18 crude oil production averaged 6,501,000 barrels daily and crude runs 
to stills averaged 7,114,000 barrels daily with runs of foreign crude averaging 
687,000 barrels daily. 


Stocks of crude petroleum June 20, July 11 and 18, 1953 


(Thousands of barrels] 


Change from— 
| June 20 | July 11 | July 18 |}——— 


Pennsylvania grade 
Other Appalachian 
Lima- Michigan 
Illinois-Indiana 
Arkansas 4 j : 
Kansas. -... | 9, 190 , 355 
Louisiana . - - i 5, 740 5, 773 
North- 2, 574 . 513 | 
Gulf : 3, 166 | , 260 
Mississippi- -.. - - ; ai 3, 762 3, 748 
New Mexico._..__- , 293 , 136 
Oklahoma... -. bealenl 9, 847 , 190 
Texas J . 31, 247 , 340 
East Texas proper | , 891 | , 197 
West Texas. -_-_- onal , 894 | 51, 794 
Gulf Texas pimenielll | 25,977 26, 054 
Other Texas_____- aan 32, 485 , 295 
Panhandle ; 3, 670 3, 735 
North . 8, 565 | , 566 
South __ _- 4, 961 , 812 
Rest of State | 15, 289 16, 182 
Wyoming. _-. ; nt ‘ 14,103 | 13,873 
Other Rocky Mountain ; 3, 478 3, 060 
California: | 
Excluding foreign _ __ Sai | 32,861 | 33, 537 ' 
Foreign eee | 2, 535 2, 546 , 4! -—79 
Other foreign vain ; sokesel 8, 813 | 7, 438 —1, 329 





Total crude stocks in United States : 278, 543 | 279,813 1, 086 
Total located in PAW District 1___. | 20,075; 18, 683 | » —902 
Total located in PAW District 2 : 89, 649 89, 511 | 39, | —332 

| 








Source: Prepared under the supervision of H. J. Barton, Petroleum and Natural Gas Economies Coordi- 
nator, Petroleum and Natural Gas Branch, Fuels and Explosives Division. 
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Railroad Commission of Tewvas, Oil and Gas Division—Average calendar-day 
allowable as of July 25, 1958 


Well 


(1) 


ue 


4, 959 


aw 


11, 631 
2, 338 


11, 022 
5, 454 
33, 293 





a De en em 


2 


142, 703 





! Denotes all of district No. 6 except the east Texas 
2 Denotes the east Texas field. 


Total number of wells as of July 25, 1953_- 
Total number of wells as of July 18, 1953- 


Increase 


4, 384 
11, 294 | 


3, 499 | 
21, 001 | 


25, 408 | 
8, 420 | | 


field. 


' 


| Schedule | Exemp- 
| daily al- | tion al- 
| lowable | lowable 


(3) 


55, 288 | 
238, 101 
470 
221 | 
, 911 
, 406 | 
, 54 | 
208, 779 
| 326,177 
11, 459, 340 
325, 608 
98, 445 


26, 834 
3, 846 | 
5, 413 
36, 975 | 

, 076 | 
, 587 
, 565 | 
56, 237 | 
31, 935 | 
58, 344 
21, 907 | 
, B89 | 


} 
| 
| 
| 


\4, 448, 310 


Total average calendar day allowable as of July 25, 1953_.__.___- 
Total average calendar day allowable as of July 18, 1958_._._.._____- 


Increase 
Total number of fields. -_._. ptdeahieenan 
Total number of fields exempt JC ett 5 


Schedule 


| daily al- 


lowable 

subject 

to shut- 
down 
days 


(4) 


28, 454 


488, 057 
317, 246 
71, 835 


176, 819 | 


401, 999 
152, 542 


204, 242 | 
, 300, 996 | 


2038, 701 
3, 056 


, 108 3, 663, 202 


Column 


|No. 4 con- 


verted 
to cal- 
endar 
day basis 


(5) 


151, 915 


214, 822 

43, 436 
114, 184 
233, 419 


169, 457 
859, 271 
137, 991 





2, 379, 794 | 


| 19,275 | 
224, 255 | 
330, 619 | 


103, 335 | 


|} 2,070 | 


| Total 

| average 
calendar 

| day al- 
lowable, 
column 
3+col- 
umn 3 


(6) 


46, 109 
165, 761 
497, 032 
281, 797 

53, 512 
135, 771 
248, 984 
159, 572 
201, 392 

1,017, 615 
259, 898 
97, 459 


3, 164, 902 


142 
142, 


571 
132 


3, 164, 902 
3, 156, 576 


8, 326 
3, 620 
373 


Railroad Commission of Texas, Oil and Gas Division—Weekly drilling report by 
fields of the Railroad Commission of Texas covering regular drilling operations, 
rule 37 application, denied, granted, oil-well completions, gas-well completions, 
wells plugged, dry holes drilled, and wildcat completions from July 19, 1953, 


to July 25, 1953 


RECAPITULATION FOR THE STATE 


Hepulr drilling applications. 
ie 37 applications: 

Filed. 

Granted. 

Denied. . 
Oil-well completions - 
Gas-well completions 


holes_. 
deats drilled: 
Oil 

Gas..... 
Dry 


D 
Wik 


Wells penned 
Dry -. 
a aiaks aicniie 
des 


Total plugged. 


Total for the 


week 


| Total for the 
year 


Total for 
} Same period 
1952 


10, 8: 
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Railroad Commission of Tewas, Oil and Gas Division—Weekly drilling report by 
fields of the Railroad Commission of Texas covering regular drilling operations, 
rule 37 application, denied, granted, oil-well completions, gas-well completions, 
wells plugged, dry holes drilled, and wildcat completions from July 19, 1958, 
to July 25, 1958—Continued 


BY DISTRICTS 





| Piuggea | Wildoats drilled 


Lo oe —— 
Rule 37 Completed Dry 
District ¥ “ holes | ery 
Denied| Granted | O11 | Gas |*lled) pry | Gas | oi | Oil | Gas | Dry 

ams j 








Curhon~ | 

mI 
_ 
Nom 


Pi Owl} | 


~ 


MASONS @oOnw 

S2Oorooocoencse 
| 

wo Rao 

coooocecooo 

of oonmaccrrKS 


_ 
So 





otacokaowm 
~ 
o aoe 


Total all dis- | 
trict... ... -| 4 


€ 
3 | Bano Bem oman 





APPENDIX TO THE STATEWIDE HEARING, FEBRUARY 18, 1953 


Comparative bottom-hole pressure data, east Texas field as between January 1, 
1958, and February 1, 1953 


The area weighted average bottom-hole pressure for the east Texas field as 
of February 1, 1953, was 1,022.34 p.s.i. On January 1, 1953, the area weighted 
average bottom-hole pressure was 1,023.10 p. s. i. During the period from Janu- 
ary 1, 1953, to February 1, 1953, the area weighted average pressure decrease 
was 0.76 p. s. i. The allowable for this pressure period was 8,146,216 barrels 
and the daily average allowable was 262,781. The pressure decrease per 1- 
million-barrel oil withdrawal during the 31-day period, based upon the area 
weighted average bottom-hole pressure, was 0.09329 p. s. i. 

The daily average salt-water injection for the month of January 1953 was 
403,666 barrels and the daily average salt-water injection for the month of De- 
cember 1952 was 408,392 barrels, or an increase of 274 barrels per day. 

ENGINEERING DEPARTMENT, Or anp Gas Drvisi0n, 
Ratroap COMMISSION OF TEXAS. 
FEBRUARY 12, 1953. 
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Question 4. Have you sold oil abroad to others for importation into the United 
States? If so, how much per day is contemplated? (Companies answering no to 
question 3 not shown.) 


Crude oil | motal Products 
Company err Ty Sade fy Te 
| Barrels Gravity) oil | Barrels Products 


Total 


—-— + | CS |---| a 


The Atlantic Refining Co |} 4,000 | 31-82) 4,000 0 ij 0} 4,000 
Gulf Oil Corp.. ... bt @) fe } @ hos. | 0} 0 
Phillips Petroleam Co_.-_-_-... -| 1,200 | 32 1, 0 ; | _. 1,200 
Shell Caribbean Petroleum Co 1310, 008 | Fuel oil residual 1110, 000 110, 000 
Socony-Vaeuum Oil Co., Inc @ | 0} j : ! 0 
Standard Oil Co. of California 1 5, 800 ‘ 5, 800 
Standard Oil Co. (New Jersey) 385, 000 385, 000 325, 000 | Fuel oil. $25, doo | 110, 000 


Total __.....} 96, 000 | 96, 000 |135, 000 | 135, 000 | | 231, 000 


Gravity degrees API. 
! No amount given. 


? Asphalt crude. 
8 Will be sold abroad. Selling company unable to forecast how much of this crude will be imported. 


Question 5. Do you adhere to and sustain the expressed policy that oil imports 
should only supplement and not supplant United States domestic production| 
Question 6. Do you expect an increase in United States domestic demand for 
petroleum in 1953? If so, please estimate what your study reflects percentage- 
wise. 


Question 7. Do you contemplate a further steel shortage as affecting oil-well 
drilling in 1953? 


Question 
Company 


} Percent 
The Atlantic Refining Co | Waesss 6.7 | Yes; but easing considerably. 
Cities Service Cos____. Bi es ERS 24.9 | Oil tubular goods will be tight but 
i | not to extent that drilling will have 
} to be curtailed. 
Continental Oil Co ae : | 4.1 | No. 
Gulf Oil Corp | s ‘ 5.0-6.0 | Not to any appreciable extent 
Humble Oil & Refining Co-._. | “Wr s 4.0-4.0 | Not after Ist 6 months. 
Magnolia Petroleum Co res About in balance if drilling is about 
| | same as 1952. 
Phillips Petroleum Co | s wee 5. Will affect drilling to some extent in 
early 1953. No difficulty during 
| 2d half of year. 
Shell Caribbean Petroleum Co "ef (). 
Shell Oil Co | Yes ves .5 | No. 
Sinelair Oil Corp_. y Lsal B.isus t No. 
Socony-Vacuum Oil Co., Inc...-.--| on Sc endal .9 | About in balance if drilling is about 
| same as 1952. 
Standard Oi! Co. of California "es | ¥ .0-5.0 | Of] tubular goods still under control, 
} } but by 3d quarter we contemplate 
adequate supplies if controls are 
removed. 
Standard Oil Co. (Indiana)........| Yes .- Yes... 5.0 | Not to any great extent. 
Standard Oil Co. Gos Jersey). u we ee | & .0 | Will not interfere seriously. 
Sun Oil Co... ..... >in > ee > ~ ae 3 .0 | Should prove reasonably adequate 
The Texas Co .| Yes.....| Yes 3 | Will interfere less than 1952. 


1 No answer. 

2 Increase percent: Motor fuel 4.4, kerosene 5.3, distillate 9.3, residual 2.7, other 2.9, total domestic demand 
4.9. 

3 Adhere to poli¢y’stated by National Petroleum Council in its 1949 report, “‘A National Oi! Policy for the 
United States.”’ 
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ERNest O. THOMPSON 
Chairman, Railroad Commission of Texas 


Fesrvuary 11, 1953. 
To the Press: 

The Railroad Commission of Texas requested that purchasing and importing 
companies fill out a questionnaire touching on their individual estimates of 
required stocks necessary to be on hand covering crude, gasoline, kerosene, dis- 
tillate, and residual. These questionnaires were requested to be returned to 
the commission by February 10, and they are herewith attached so that the 
press and general public may be informed as to the conditions and prediction and 
estimates contained in these responses. They will come up for consideration 
before the Railroad Commission at its hearing at 8 a. m. February 18. 

The Bureau of Mines’ survey as of February 6 shows that crude stocks in the 
United States increased 4,018,000 barrels during the week January 24 to January 
31, bringing total stocks of crude in the United States up to 270,641,000 barrels. 

Gasoline stocks were 149,448,000 barrels; kerosene, 23,392,000 barrels; dis- 
tillate, 82,148,000 barrels ; residual, 46,918,000 barrels. 

This totals some 46 million barrels greater overall stocks in storage, crude and 
products, than 1 year ago. 

It is sometimes overlooked currently that the peak consuming season for oil 
or petroleum and its products overall has changed from the summertime to the 
wintertime. Formerly the heavy consuming season was from July 4 to Labor 
Day, when gasoline consumption was so high. The great shift to heating oil from 
coal 2 or 3 years ago changed the peak consuming season from summer to winter. 
This winter has been a mild one, and heating oils have accumulated greatly in 
storage. 

A study of trends will show that demand for crude greatly drops off in the 
second quarter of the year; namely April, May, and June. Advanced studies 
indicate that the drop in demand for crude this year in the second quarter may be 
as much as 200,000 barrels per day. The demand will increase by about 100,000 
barrels in the third quarter, and it is indicated that the fourth quarter will 
probably be about the same as the first quarter in 1953. This is certainly not 
encouraging. 

The forecast as estimated by the Bureau of Mines for Texas crude for the 
month of March is 2,860,000 barrels daily. This is 20,000 barrels less than the 
February estimate. 

The reservoir pressure in east Texas on February 1, 1953, showed a drop of 0.76 
pound per square inch from pressure of January 1, the weighted bottomhole 
pressure average on February 1, being 1022.34 pounds per square inch. 

The average salt water injection for January in the east Texas field was 403,666 
barrels per day. 

Texas law requires this commission to undertake to ascertain the market de- 
mand for Texas crude oil at all times. 

It is forbidden by Texas statute to allow to be produced more oil than the 
market demand. 

This commission has no legal control of imports, but we can point out how 
much oil is being imported and by whom. It seems that Texas crude is being 
supplanted by foreign crude by some companies. This works a hardship on Texas 
producers. The average Texas oil well produces 20 barrels per day. The average 
Persian Gulf area well produces 5,000 barrels of oil per day. 

The import duty is 1044 cents per barrel on oil. 

How can a Texas 20-barrel allowable compete with a 5,000-barrel well? 

We have built up a reserve daily producing ability in Texas of 600,000 barrels 
of oil per day for defense. Now we are confronted with the threat of being 
supplanted with foreign crude. It does not seem fair. 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 
To be returned by February 10, 1953 


Name of company: The Atlantic Refining Co. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data 
if any explanation should be required: V. L. Elliott, controller, making return, 
and L. A. Sunkel, vice president, will be present. 
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1. What do you consider ample stocks in the United States? 


May 1, 1953 | Nov. 1, 1958 


Barrels | Barrels 
271, 000, 000 | 75, 600, 000 
a * 7 151, 100, 000 | 119, 700, 000 
Kerosene _.- aaa ; , 15, 800, 000 37, 100, 000 
Distillate gt wee ‘ s eobbue 55, 400, 000 126, 700, 000 
Residual. - - - 38, 400, 000 53, 200, 000 


2. Do you consider total stocks today too high, too low, or about right? As 
of January 17, total United States petroleum stocks were tending toward the 
high side. An excess of 8 million barrels (1% percent) is estimated, with 
a slightly less than desirable crude oil stocks partially offsetting an 11 million 
barrel surplus in stocks of major products. Overall condition is one that calls 
for near-term correction measure which would avoid a large adjustment later 
on. 
8. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude and products, for 1933 
(by gravities). 


Schedule of imports 1958, crude oil 


[Daily average barrels] 
A. P. I. gravities: 


I hitcia ake tinnianeiabiicimetiit Se niin nel caine aitiiaaat tienie e 5 


4. Have you sold oil abroad to others for importation into the United States? 
Yes. If so, how much per day is contemplated? 4,000 barrels daily of 31° to 32° 
crude. 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise. 

We expect an increase of 6.7 percent in United States demand for petroleum 
products in 1953 over 1952. 

7. Do you contemplate a further steel shortage as affecting oil-well drilling 
in 1953? Yes, but easing considerably. 

Any comments on the general oil situation will be appreciated. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes, 

RaILRoaD COMMISSION OF TEXAS, 
Ernest O. THompson, Chairman. 
W. J. Murray, Jr., Commissioner. 
OLiIn CuLRERSON, Commissioner. 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 


To be returned by February 10, 1953 


Name of company: Cities Service Co. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data 
if any explanation should be required: B. S. Watson, executive vice president, 
making return, and C. 8. Mitchell, vice president, will be present. 

1. What do you consider ample stocks in the United States? 
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| 
| May 1, 1953 | Nov. 1, 1953 


| Barrels Barrels 
Crude 3 ru — 260, 000, 000 260, 000, 000 
Gasoline as . iii cama 153, 000, 000 120, 000, 000 
Kerosene a ; ‘ LR he 19, 000, 000 34, 000, 000 
Distillate__ sateen’ . ‘ ile bast ‘cate 53, 000, 000 123, 000, 000 
Residual Guialiinihelitth ie ademecuns deel : 50, 000, 000 


2. Do you consider total stocks today too high, too low, or about right? Stocks 
of crude oil are considered too high today and should be reduced to about 260 
million barrels. Gasoline stocks, though not excessive today, appear to be rising 
overrapidly and will probably become excessive by the end of March. Kerosene 
and distillate stocks today are about right. Production of distillates between 
now and March 31 should be gaged so that the stocks are reduced to the 50-mil- 
lion-barrel level on that date. Residual inventory appears in line today with 
the exception that in district V it is higher than necessary. 

3. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude and products, for 1953 (by 
gravities). 

[Figures in barrels daily} 


, * products 
Mexico 11° V ween la 


17.5 


1953— 
January 
February 
March 
April... 
May. 
June 
July 


POAAMW) orp 
2 >> SP 8 
& o 

SRe2E82 3 


LADALAP HHS 


September. 
October 
November_.__- 


1 No refined-oil imports anticipated. 


4. Have you sold oil abroad to others for importation into the United States? 
No. If so, how much per day is contemplated? 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? We are 
in complete accord with the policy expressed by the National Petroleum Council 
in early 1950 that imports should be used only to supplement United States 
production and not to supplant it. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise. 

Percent 
increase 
over 
1952 
| Be a eR RS a +4. 4 
Kerosene 
Distillate 
Residual 


Total domestic demand 


7. Do you contemplate a further steel shortage as affecting oil-well drilling 
in 1953? 

It is our belief that oil-country tubular goods will be tight during 1953 but 
not to the extent that the drilling program will have to be curtailed, provided 
that in some instances operators are willing to use high-cost conversion and 
imported pipe. 
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Any comments on the general oil situation will be appreciated. 
This is for our information on market demand for Texas crude oil as re- 
quired by Texas conservation statutes. 
RAILROAD COMMISSION OF TEXAS, 
Ernest O. THompson, Chairman. 
W. J. Murray, Jr., Commissioner. 
Orin CuULBERSON, Commissioner. 


7. Do you contemplate a further steel shortage as affecting oil well drilling in 
To be returned by February 10, 1953 


Name of company : Continental Oil Co. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data 
if any explanation should be required: L. F. McCollum, president, making re- 
turn, and Chas. A. Perlitz, Jr., will be present. 

1. What do you consider ample stocks in the United States? 


{Millions of barrels} 


May 1, 1958 Nov. 1, 1953 





RE cectnntecn ss und Sectaincia 255-260 
Gasoline. a ; 150-155 
Kerosene - : sé Sad c ; Bi 19-20 
Distillate............... E oe basetaee 7" e . . ‘ 50-55 
Residual..............-. silted , le . 38-40 


2. Do you consider total stocks today too high, too low, or about right? Too 
high. 

8. Does your company or any of its subsidiaries import crude or oil products? 
No. If so, please give your schedule of imports, crude and products, for 1953 (by 
gravities). 

4. Have you sold oil abroad to others for importation into the United States? 
No. If so, how much per day is contemplated? 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? Yes. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise. 
Plus 4.1 percent. 

ak Do you contemplate a further steel shortage as affecting oil well drilling in 
1953? No. 

Any comments on the general oil situation will be appreciated. 

At the end of 1952, according to PAD, United States crude oil producing 
capacity was 7,200,000 barrels per day and refining capacity was 7,770,000 barrels 
per day. Reserve producing capacity was about 700,000 barrels per day and 
reserve capacity in refining was about 800,000 barrels per day. These margins 
are more than sufficient to meet anticipated increases in demand in 1953. There 
will, therefore, be a tendency to overproduce and consequently build up exces- 
sive stocks of crude and products. 

This is for our information on market demand for Texas crude oil as re- 
quired by Texas conservation statutes. 


RAILROAD COMMISSION OF TEXAS, 
Ernest O, THompson, Chairman. 
W. J. Murray, Jr., Commissioner. 
OLtIn CuLBERSON, Commissioner. 


QUESTION NAIRE OF THE TEXAS RAILROAD COMMISSION 


To be returned by February 10, 1953 


Name of company : Gulf Oil Corp. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data if 
any explanation should be required. 8S. A. Swensrud, president, making return, 
and J. H. Russell, vice president, will be present. 
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1. What do you consider ample stocks in the United States? 


May 1, 1953 Nov. 1, 1953 


pean? ¥. . i y es | 260, 000, 000 260, 000, 000 
Gasoline ll ld) eee 125, 000, 000 
Middle distillate: Kerosene, light burning oils, diesel oils 65, 000, 000 | 150, 000, 000 
Residual ___ | 40, 000, 000 55, 000, 000 


While you have requested our opinion of adequate stock levels as of May 1 
and November 1, it has been our observation that, on the average, gasoline stocks 
reach their high point about April 1 and that stocks of burning oils are at their 
lowest level at about this same date. We have, therefore, taken the liberty of 
indicating our estimate of ample product stocks as of both April 1 and May 1, 
together with the November 1 date. 

Crude oil—At the July 1952, meeting of the commission, Gulf suggested that 
a figure in the order of 260 million barrels constituted adequate stocks and we 
see no reason to change this at the present time. 

Gasoline.—In our 1950 testimony before the commission we indicated oar 
belief that stock figures of 100 million barrels on November 1, 1950, and 130 mil- 
lion barrels on April 1, 1951, would be adequate. Since then, new product pipe- 
lines have been built and new tankage added in various places and consumption 
is very substantially greater than it was in 1950. We would now be of the opinion 
that, on the basis of the expected 1953 level of demand, 125 million barrels on 
November 1, 1953, and 160 million barrels as of April 1, 1953, would be in order. 
Taking into account the drop in inventory that normally occurs during April 
(about 4 million barrels), adequate stocks as of May 1 would then be about 156 
million barrels. These recommended stock figures are on the new basis of report- 
ing to the Bureau of Mines which has added about 10 million barrels to the 
figures previously reported, 

Middle distillates (kerosene, diesel oils and light burning oils).—Because of 
the interchangeable use of these fuels their stocks have been combined. 

Our 1950 testimony was that stock figures of 110 million barrels as of Novem- 
ber 1, 1950, and 50 million barrels as of April 1, 1951, were about right. Pri- 
marily, because of greatly increased sales and a greater spread between summer 
and winter demands (requiring more seasonal storage), it is our opinion that 
under present conditions stock figures on the new basis of reporting of approxi- 
mately 150 million barrels as of November 1, 1953, and 60 million barrels as of 
April 1, 1953, would be more appropriate. Ample stocks as of May 1 would be 
about 65 million barrels based on the inventory accumulation that normally takes 
place during April. As with gasoline, the new Bureau of Mines basis has added 
about 10 million barrels to the figures previously published. 

Residual fwels.—Since there has been little change in production or demand of 
residual fuels, we presently see no reason to change our previous testimony and 
stocks of 55 million barrels as of November 1, 1953, and 40 million barrels as of 
April 1, 1953, would be adequate. Ordinarily. residual stocks show very little 
change during April and we believe that inventory of 40 million barrels on April 
1 also is ample for May 1, 1953. 

2. Do you consider total stocks teday too high, too low or about right? The 
comments given in reply to this question are based on the latest information 
reported by the Bureau of Mines for crude, and for products by the APT. 

While crude stocks are currently about 6,600,000 barrels higher than we feel 
is required, this is only about 2.5 percent over our estimate and we would not 
therefore necessarily regard them as particularly excessive. 

With gasoline demand during 1953 generally estimated at about 5 percent over 
1952, current stocks would appear to be at about, or a shade above, the proper 
level. 

The inventory which might be regarded as most out of line, and therefore 
prove burdensome, is in middle distillates which is currently about 15,800,000 
barrels or just under 18 percent above last year’s level. Unless the weather dur- 
ing the next 60 days is substantially colder than during recent months, it may be 
necessary to reduce refinery runs and chunge yields in order to make heating oil 
tankage available for the normal accumulation of gasoline stocks, required to 
supplement summer production and meet demands during the season of heaviest 
gasoline consumption. 
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Residual stocks are much too high, being about 7,100,000 barrels above last 
year’s inventory on the same date when stocks were generally considered ample. 
However, of this total accumulation only about 1,220,000 barrels is in the area 
east of California and therefore should not affect crude production in this area. 

3. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude and products, for 1953 
(by gravities). While it is always difficult to forecast imports, we now estimate 
that they may total about 120,000 barrels per day during 1953, made up about as 
follows: About 9,000 barrels daily of 15° API gravity crude; 98,000 barrels daily 
of 31-82° API gravity crude; and 13,000 barrels daily of products, largely resi- 
dual fuels, averaging about 15° API gravity. 

It will be readily appreciated that the importation of heavy products, such as 
residual fuel, is the most difficult to forecast, as this is dependent on the level 
of demand. 

4. Have you sold oil abroad to others for importation into the United States? 
Yes. If so, how much per day is contemplated? We have for many years sold 
foreign produced crude oil in varying quantities to other American companies ; 
it is not anticipated that such sales, during 1953, will greatly exceed the volume 
so disposed of during the past several years. 

We, of course, have no exact knowledge of the quantity of such foreign crude 
that has been imported into the United States by these purchasers. However, 
it is our understanding that only two of those who will purchase foreign crude 
from Gulf, during 1953, will import any of it into the United States. We further 
understand that these purchasers have received this same questionnaire and 
we assume that they will report their estimated 1953 imports in their reply to 
question No. 3. 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? Yes. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise. 
five or six percent. 

7. Do you contemplate a further steel shortage as affecting oil well drilling 


in 1953? While there may be some shortage of tubular goods at this time, there 
appears to be no reason to expect that drilling activity will be affected to any 
appreciable extent throughout the year. 

Any comments on the general oil situation will be appreciated. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 


RAILROAD COMMISSION OF TEXAS, 
Ernest O. THompson, Chairman. 
W. J. Murray, Jr., Commissioner. 
O.Lin CULBERSON, Commissioner. 


QUESTIONNAIRE OF THE TExaS RarLRoAD CoMMISSION 


To be returned by February 10, 1953 


Name of company: Humble Oil & Refining Co. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data 
if any explanation should be required: J. A. Neath, vice president. 

1. What do you consider ample stocks in the United States? 


{Millions of barrels} 





Apr. 1, 1953 | Oot. 1, 1953 





260-274 
122-133 
34-37 





2. Do you consider total stocks today too high, too low, or about right. Present 
stocks appear to be adequate for crude oil, gasoline, and kerosene, but may be 
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high for distillate and residual fuel oil east of California unless the balance of 
the winter is much colder than last year. 

8. Does your company or any of its subsidiaries import crude or oil products? 
No. If so, please give your schedule of imports, crude and products, for 1953 
(by gravities). 

4. Have you sold oil abroad to others for importation into the United States? 
No. If so, how much per day is contemplated ? 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? Yes. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise : 
4—5 percent increase. 

7. Do you contemplate a further steel shortage as affecting oil well drilling 
in 1953? Not after the first 6 months. 

Any comments on the general oil situation will be appreciated. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 

RAILROAD COMMISSION OF TEXAS, 
ExNest O. THOMPSON, Chairman, 
W. J. Murray, Jr., Commissioner. 
OLIN CULBERSON, Commissioner. 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 


To be returned by February 10, 1953 


Name of company : Magnolia Petroleum Co. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data 
if any explanation should be required: J. L. Latimer, president. 

1. What do you consider ample stocks in the United States? 


| May 1, 1953 | Nov. 1, 1953 


maseenditdhdati tetnsmaesecnt 


Crude. -_- aaeaaetelen . ee 

aes See reply of Socony-Vacuum 
Distillate ; Oil Co., Ine. 

Residual. ........- 


2. Do you consider total stocks today too high, too low or about right? 
reply of Socony-Vacuum Oil Co., Inc. 

3. Does your company or any of its subsidiaries import crude or oil products? 
No. If so, please give your schedule of imports, crude and products, for 1953 
(by gravities). 

4. Have you sold oil abroad to others for importation into the United States? 
No. If so how much per day is contemplated? 

5. Do. you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? We agree 
with the policy as expressed in the report of the National Petroleum Council 
dated January 13, 1949, entitled “A National Oil Policy for the United States.” 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise : 
No study made. See reply of Socony-Vacuum. 

7. Do you contemplate a further steel shortage as affecting oil-well drilling 
in 1953? A further steel shortage would affect oil-well drilling. 

Any comments on the general oil situation will be appreciated: If no further 
steel shortage situation appears in balance if drilling is at approximately the 1952 
rate. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 

RAILROAD COMMISSION OF TEXAS, 
Prnest O. THomMpson, Chairman. 
W. J. Murray; Jr., Commissioner, 
OLrin CULBERSON, Commissioner. 





PETROLEUM STUDY 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 
To be returned by February 10, 1953 


Name of Company: Phillips Petroleum Co. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data if 
any explanation should be required: K. S. Adams, chairman. 

1. What do you consider ample stocks in the United States? 


| Barrels] 


May 1, 1953 Nov. 1, 1953 


Crude. ...... 270, 000, 000 270, 000, 000 
Gasoline.._. " 157, 000, 000 126, 000, 000 
Kerosene... A 17, 000, 000 35, 000, 000 
Distillate 52, 000, 000 124, 000, 000 
Residual... -. 38, 000, 000 50, 000, 000 


2. Do you consider total stocks today too high, too low, or about right? Bar- 
ring extremely cold weather for the next 3 months, total stocks on January 
31 were approximately 20 million barrels greater than necessary. 

3. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude, and products, for 1953 
(by gravities). Crude oil: 6,500 barrels per day (42° Aimerican Petroleum 
Institute gravity) during 1953. Products: None. 

4. Have you sold oil abroad to others for importation into the United States? 
Yes. If so, how much per day is contemplated? 1,200 barrels per day of 32° 
American Petroleum Institute gravity crude during 1953. 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? Yes. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise. 
Approximately 5 percent. 

7. Do you contemplate a further steel shortage as affecting oil-well drilling 
in 1953? Steel shortages will affect oil-well drilling to some extent in early 
1953, but no difficulty is expected in the second half of the year. 

Any comments on the general oil situation will be appreciated. 

This is for our information on market demand for Texas crude oil as re- 
quired by Texas conservation statutes. 

RAILROAD COMMISSION oF TEXAS, 
Ernest 0. THOMPSON, Chairman. 
W. J. Murray, Jr., Commissioner. 
OLIN CULBERSON, Commissioner. 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 
To be returned by February 10, 195% 


Name of company: Shell Caribbean Petroleum Co. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data 
if any explanation should be required: J. A. Walstrom, making return. 

1. What do you consider ample stocks in the United States? 


May 1, 1953 


Nov. 1, 1953 





z 
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2. Do you consider total stocks today too high, too low, or about right? 

3. Does your company or any of its subsidiaries import crude or oil products? 
If so, please give your schedule of imports, crude and products, for 1953 (by 
gravities). Crude: None. Products: None. However an associated company, 
Asiatic Petroleum Corp., imports 10,000 barrels per day fuel oil in bond only 
for its ships’ bunkers customers. 

4. Have you sold oil abroad to others for importation into the United States? 
Yes. If so, how much per day is contemplated? Crude: None (see below). 

Products: For 1958 average 110,000 barrels per day residual fuel oil to inde- 
pendent distributors along the United States eastern seaboard. 

(In answering question 4, we have not included limited quantities of crude 
and/or products sold to companies who are “principal oil purchasing companies 
in Texas” as we have checked with these importers and understand that these 
quantities will be reported by them.) 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? Yes. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? If so, please estimate what your study reflects percentagewise. 

7. Do you contemplate a further steel shortage as affecting oil-well drilling in 
1953 ? 

Any comments on the general oil situation will be appreciated. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 

RAILROAD COMMISSION OF TEXAS, 
Ernest O. Tuompson, Chairman. 
W. J. Murray, Jr., Commissioner. 
OLIN CULBERSON, Commissioner. 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 


To be returned by February 10, 1953 


Name of company: Shell Oil Co., 50 West 50th Street, New York 20, N. Y. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data 
if any explanation should be required: D. B. Hodges, vice president. 

1. What do you consider ample stocks in the United States? 


{Barrels} 





| May 1, 1953 Nov. 1, 1953 


Crahtrahtiierebeteind> -~sptinwen ss bree é tbeues | 265, 000, 000 268, 000, 000 
Gasoline _..- ‘ ee 155, 000, 000 125, 000, 000 
Kerosene..........- pendent palbetabitnbubas wt - | 18, 000, 000 35, 000, 000 
iwancmpaimad 52, 000, 000 125, 000, 000 

40, 000, 000 55, 000, 000 





2. Do you consider total stocks today too high, too low, or about right? 
Slightly high. 

3. Does your company or any of its subsidiaries import crude or oil prod- 
ucts? Yes. If so, please give your schedule of imports, crude and products, 
for 1953 (by gravities). Crude oil: None. Finished asphalt: 6,850 barrels ‘per 
day. Bunker C. fuel oil (10°API gravity) : 5,348 barrels per day. 

4. Have you sold oil abroad to others for importation into the United States? 
No. If so, how much per day is contemplated? 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? Yes. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise. 
Four and five-tenths percent. 

7. Do you contemplate a further steel shortage as affecting oil well drilling 
in 19538? No. 
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Any comments on the general oil situation will be appreciated. 
This is for our information on market demand for Texas crude oil as re 
quired by Texas conservation statutes. 
RAILROAD COMMISSION OF TEXAS, 
Ernest O. THompson, Chairman. 
W. J. Murray, Jr., Commissioner. 
OLIN CULBERSON, Commissioner. 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 
To be returned by February 10, 1953 


Name of company: Sinclair Oil Corp. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data 
if any explanation should be required: H. L. Phillips, vice president. 

1. What do you consider ample stocks in the United States? 


[Millions of barrels} 


May 1, 1953 Nov. 1, 1953 


| 
oe : a 270 | 275 
OMNI monn oi csecnssasn a 148-152 | 124-128 
Kerosene nepmiaigdilesiiiiahiahan i t : 16- 18 | 30- 32 
Distillate : | 52- 56 | 110-116 
Residual ‘ hole 5 Li dete 36- 38 | 50- 54 








2. Do you consider total stocks today too high, too low, or about right? Crude 
stocks are thought to be too low. The stocks of principal products are thought to 
be too high as of this date. 

3. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude and products, for 1953 
(by gravities). No products are imported. Contemplated imports of crude 
amount to 68,000 barrels daily of the approximate average gravity of 32°-33°. 

4. Have you sold oil abroad to others for importation into the United States? 
No. If so, how much per day is contemplated? 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? Yes. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise. 
Five percent. 

7. Do you contemplate a further steel shortage as affecting oil well drilling in 
1953? No. 

Any comments on the general oil situation will be appreciated. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 

RaILtroap COMMISSION OF TEXAs, 
Ernest O. THompson, Chairman, 
W. J. Murray, Jr., Commissioner, 
OLIN CULBERSON, Commissioner. 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 


To be returned by February 10, 1953 


Name of company: Socony-Vacuum Oil Co., Inc. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who wili be present to explain your data 
if any explanation should be required: John Case, director and vice president, 


86179—54———45 
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1, What do you consider ample stocks in the United States? 


[| Barrels) 


May 1, 1953 Nov. 1, 1953 


Crude 265, 000, 000 | 270, 000, 000 

Gasoline 154, 500, 000 125, 800, 000 

Kerosene 16, 800, 000 | 34, 700, 000 

Distillate 50, 800, 000 125, 500, 000 

Residual ‘ 38, 100, 000 50, 300, 000 
| 


2. Do you consider total stocks today too high, too low, or about right? East 
of California—products high about 7 million barrels, mostly gasoline. Cali- 
fornia short 4 millions of light products. Crude oil—slight bit high. 

3. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude and products, for 1953 (by 
gravities : 

Barrela per day 
Crude above 25°... _-- vena ie . ‘ 90, 800 
I NE Bs acpi tin tienen ities sends 1, 300 
Crude above 25° (to replace exported cargoes) —...----~- 700 
Bonded fuel oil above 25°____- 7 ieee nals . 1, 000 
Bonded fuel oil below 25°. — aa css Se 


To make up supply shortages in California, we may have to import 3,000 to 
5,000 barrels per day of crude in the last half of 1953. 

4. Have you sold oil abroad to others for importation into the United States? 
Yes. If so, how much per day is contemplated? We have made sales of crude 
for delivery during 1953 on an f. 0. b. Caribbean basis with ultimate destination 
subject to purchaser's determination. Any portion of sales in question which 
may have been or may be imported into the United States should be covered by 
other companies to whom you have sent questionnaires. 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? We fully 
subscribe to the report of the National Petroleum Council dated January 13, 
1949, entitled “A National Oil Policy for the United States” which includes a 
statement on imports which we presume you allude to in your question but 
which we respectfully point out differs in language from the stated National Oil 
Policy Committee’s report. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, pledse estimate what your study reflects percentagewise? 
+49 percent. 

7. Do you contemplate a further steel stortage as affecting oil well drilling in 
1953? About in balance if drilling is about the same as 1952. 

Any comments on the general oil situation will be appreciated. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 

RAILROAD COMMISSION OF TEXAS, 
Ernest O. THompson, Chairman. 
W. J. Murray, Jr., Commissioner. 
OLIN CULBERSON, Commissioner. 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 


To be returned by February 10, 1953 


Name of Company: Standard Oil Co. of California. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data if 
any explanation should be required: T. S. Petersen, president, making return. 
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1. What do you consider ample stocks in the United States? 


[Barrels] 
May i, 1953 Nov. 1, 1958 
260, 000, 000 280, 009, 000 
Gasoline 150, 000, 000 125, 000, 000 
Kerosene ; 19, 000, 000 34, 000, 000 
Distillate 55, 000, 000 125, 000, 000 
Residual 40, 000, 000 45, 000, 000 


2. Do you consider total stocks today too high, too low, or about right? About 
right 

8. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude and products, for 1953 
(by gravities). 


East coast West coast 


Barrels per 
day 


Barrels per 


Gravity day 


Gravity 


1952: 
Arabian i 38, 000 35 13, 000 
Venezuela 5, 000 5 
Borneo 4, 000 
Sumatra 7, 000 


Subtotal. . : 43, 000 ; 24, 000 
Special Venezuela asphalt crude | 13, 000 


Total... ... ; ded ; 56, 000 


24, 000 


1953 (estimated): 
Arabian ; : | 40, 000 3: 13, 000 
Venezuela__-. bpta States : 11, 000 4 |. | 
Sumatra. ._- saiimaiaialie si ; ‘ 27, 000 


Subtotal Sapo : ’ ‘ 51, 000 |. i 40, 000 
Special Venezuela asphalt crude 16, 000 


67,000 |... 40, 000 


4. Have you sold oil abroad to others for importation into the United States? 
Yes. If so, how much per day is contemplated? None other than that listed 
above which will be imported by this company or its subsidiaries or affiliates, 
except 5,800 barrels daily special asphalt crude. 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? Our 
company agrees that United States imports should only supplement United States 
production. 

6. Do you expect an increase in United States demand for petroleum in 1953? 
Yes. If so, please estimate what your study reflects percentagewise. 4 to 5 
percent. 

7. Do you contemplate a further steel shortage as affecting oil-well drilling 
in 1953? Oil country tubular goods still are under control, but by the third quar- 
ter we contemplate adequate supplies if controls are removed. 

Any comments on the general oil situation will be appreciated. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 

RAILROAD COMMISSION oF TEXAS, 
ErNest O. THOMPSON, Chairman, 
W. J. Murray, Jr., Commissioner, 
OLIN CULBERSON, Commissioner. 
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QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 
To be returned by February 10, 1953 


Name of company: Standard Oil Co. (Indiana). 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data if 
any explanation should be required: F. O. Prior, executive vice president, mak- 
ing return, and R. O. Dietler, chairman of the board of Stanolind Oil Purchasing 
Co., will be present. 

1. What do you consider ample stocks in the United States? 


[Millions of barrels] 








Crude. 

Gasoline... se 
0 ee 
Distillate. 

Residual 


| 

| May 1, 1958 Nov. 1, 1953 
- 

| 





2. Do you consider total stocks today too high, too low, or about right? Crude 
stocks are too high and product stocks are on the high side. 

3. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude and products, for 1953 
(by gravities). Our subsidiary, Pan American Petroleum & Transport Co., plans 
to import approximately 13,000 barrels per day of crude ranging from 10 to 17° 
API and possibly as much as 35,000 barrels per day of Bunker C fuel oil which 
ranges from 10 to 14° API. These estimated imports for 1953 are slightly lower 
than actual imports in 1950. 

4, Have you sold oil abroad to others for importation into the United States? 
No. Ifso, how much per day is contemplated? 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? Yes. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise. 
Five percent increase. 

7. Do you contemplate a further steel shortage as affecting oil well drilling 
in 1953? We do not expect the steel situation to retard oil-well drilling to any 
great extent. 

Any comments on the general oil situation will be appreciated, In our opinion, 
imports are now supplanting rather than supplementing domestic crude produc- 
tion and should be reduced. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 

RarLRoaD COMMISSION OF TEXxAs, 
Ernest O. THompson, Chairman. 
W. J. Murray, Jr., Commissioner. 
OLIN CULBERSON, Commissioner. 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 


To be returned by February 10, 1953 


Name of Company: Standard Oil Co. (New Jersey). 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data 
if any explanation should be required: F. W. Abrams, chairman of the Board, 
making return, and J. R. Suman and M. J. Rathbone will be present. 
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1. What do you consider ample stocks in the United States? 


{Millions of barrels] 





May 1, 1953 | Nov. 1, 1953 


260-270 260-270 
150-155 123-128 
18- 20 35- 38 
50- 55 125-130 
35- 37 49 52 





2. Do you consider total stocks today too high, too low or about right. Slightly 
high, particularly product stocks. 

8. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude and products, for 1953 
(by gravities). Below is a schedule of estimated 1953 imports of crude and 
products with corresponding estimated API gravities. Product imports consist 
almost wholly of heavy fuel oil. All imports by our affiliates are, of course, sub- 
ject to appreciable variation with changes in the supply and demand situation. 


Estimated Standard Oil Co. (New Jersey) subsidiary and affiliated companies 
United States imports—year 19538 


{Million barrels per day] 





First | Second | Third | Fourth . | Average 
quarter | quarter | quarter | quarter 


Crude oil: 
tek cn th cacscccececacs 
25° and over 


Total, crude oil 
Products: 
Duty paid residual fuel. 
Bonded bunkers ! 


Total, products 

















1 Includes small volume bonded diesel. 


4. Have you sold oil abroad to others for importation into the United States? 
Yes. If so, how much per day is contemplated? Our affiliates contemplate sell- 
ing abroad in 1953 approximately 85,000 barrels a day of crude oil to some 10 
American companies who presumably will report such of that oil as is imported 
by them. These sales by our affiliates are not made “for importation into the 
United States” as the buyers have control upon delivery abroad. Also, our af- 
filiates contemplate selling approximately 25,000 barrels per day of residual 
fuel oil, the importation of which is not made by us, but presumably will be re- 
ported by the buyer. 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? We ad- 
here to the import policy stated by the National Petroleum Council in its 1949 
report “A National Oil Policy for the United States.” 

6. Do you expect an increase in United States Domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise. 
five to six percent. 

7. Do you contemplate a further steel shortage as affecting oil well drilling 
in 1953? It is understood that 46,000 wells are forecast for 1958. It is not ex- 
pected that steel shortages should interfere seriously with this level of drilling 
and the situation should improve as the year pro 

Any comments on the general oil situation will be appreciated. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 

Rarroap COMMISSION OF TEXAS, 
Ernest O. THompPson, Chairman, 
W. J. Murray, Jz., Commissioner, 
OLIN CULBERSON, Commissioner. 
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QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 


To be returned by February 10, 1953 


Name of Company: Sun Oil Co. 

Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data 
if any explanation should be required. Robert G. Dunlop, president, making 
return, and Robert G. Dunlop or John G. Pew will be present. 

1. What do you consider ample stocks in the United States? 


[Barrels] 


May 1, 1953 Nov. 1, 1953 





] , . Bf 265, 000, 000 275, 000, 000 
Ns 3 . Sia ab Sensi ; ‘ ‘ j 150, 000, 000 | 125, 000, 000 
ID 6 tiwciniis sgepebundh’ en 20, 000, 000 | 35, 000, 000 
Distillate.______- : ; ; : 60, 000, 000 120, 000, 000 
Residual.._._____.. E MGH 40,000, 000 | 55, 000, 000 


2. Do you consider total stocks today too high, too low, or about right? 
About right. 

3. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude and products, for 1953 
(by gravities). 


Gravity Barrels per day 


Degree 
Crude oil_- ; 26 | , 575 
Do 32 
Do ‘ Bi j 35 | 
DOs teu-ic. ‘ ‘ 42 


Total_. 


Crude imports equal to 5 percent of estimated 1953 crude runs of 220,000 
barrels per day. 

4. Have you sold oil abroad to others for importation into the United States? 
No. If so, how much per day is contemplated? 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? Yes. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise : 
3 percent to 5 percent. 

7. Do you contemplate a further steel shortage as affecting oil-well drilling 
in 1953? A steel shortage affecting oil-well drilling in 1953 depends primarily 
upon factors without our control. Generally, however, it is our opinion that 
steel supplies should prove reasonably adequate. 

Any comments on the general oil situation will be appreciated. 

This is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 

RAILROAD COMMISSION OF TEXAS, 
Ernest O, THOMPSON, Chairman. 
W. J. Murray, Jr., Commissioner. 
OLIN CULBERSON, Commissioner. 


QUESTIONNAIRE OF THE TEXAS RAILROAD COMMISSION 


To be returned by February 10, 1953 


Name of company : The Texas Co. 
Name and position or title of official making this return of questionnaire, and 
the name of some responsible official who will be present to explain your data if 
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any explanation should be required: J. 8S. Leach, president, making return, and 
G. R. Bryant, vice president, will be present. 
1. What do you consider ample stocks in the United States? 


|B arrels] 


May 1, 1953 Noy. 1, 1953 
Crude 260, 000, 000 260, 000, 000 
Gasoline 145, 000, 000 120, 000, 000 
Kerosene 20, 000, 000 33, 000, 000 
Distillate_. | 45, 000, 000 120, 000, 000 
Residual... - - ; 4 35, 000, 000 45, 000, 000 


2. Do you consider total stocks today too high, too low, or about right? It is 
our opinion that the total stock level today is slightly on the high side and both 
crude and product stocks contribute to the excess. 

3. Does your company or any of its subsidiaries import crude or oil products? 
Yes. If so, please give your schedule of imports, crude and products, for 1953 
(by gravities). 


Crude and product imports 


{Barrels per day] 


1953 esti- 
mated 


Crude imports 
East coast: 
South American 
Light 29-31.5 
Heavy 16 
Saudi Arabia 35° 


Total east coast 
West coast: 
Sumatra 35.5 ; 3, 069 
Saudi Arabia 35 
Total west coast . 3, 069 
Total crude imports 52, 52, 695 
Product imports: 


Gasoline ORS 


Residual fuel 


Total product imports " 515 


Total crude and product imports 59, 200 0, 210 


4. Have you sold oil abroad to others for importation into the United States? 
No. If so, how much per day is contemplated? 

5. Do you adhere to and sustain the expressed policy that oil imports should 
only supplement and not supplant United States domestic production? The 
Texas Co. agrees with and follows the principle that imports of crude oil should 
supplement and not supplant domestic production. 

6. Do you expect an increase in United States domestic demand for petroleum 
in 1953? Yes. If so, please estimate what your study reflects percentagewise. 
We anticipate that 1953 domestic demand for crude petroleum and products will 
reflect a 4.3 percent increase over 1952. 

7. Do you contemplate a further steel shortage as affecting oil-well drilling in 
1953. 

Any comments on the general oil situation will be appreciated. It is our guess 
that the steel shortage will interfere less with 1953 drilling operations than it 
did in 1952. Certain high strength alloy (N-80) casing and all grades integrated 
mill tubing may continue in short supply during most of 1953. 

his is for our information on market demand for Texas crude oil as required 
by Texas conservation statutes. 
RAILROAD COMMISSION OF TEXAS, 
Ernest O. THompson, Chairman. 
W. J. Murray, Jr., Commissioner. 
Otrn CuLBERSON, Commissioner. 
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Mr. Hinsuaw. Are there any other witnesses ? 
Mr. Ear! Foster, the executive secretary of the Interstate Oil Com- 
pact Commission of Oklahoma. 


STATEMENT OF EARL FOSTER, EXECUTIVE SECRETARY, INTER- 
STATE OIL COMPACT COMMISSION OF OKLAHOMA, OKLAHOMA 
CITY, OKLA. 


Mr. Hinsuaw. Mr. Foster, you may proceed. 

Mr. Foster. Mr. Chairman, pursuant to your request, I appear here 
on behalf of the Interstate Oil Compact Commission. 

My name is Earl Foster. I live in Oklahoma City. I am executive 
secretary of the Interstate Oil Compact Commission in charge of the 
headquarters office. The address is box 3127 Capital Station. 

By profession I am an attorney and have been practicing since 1913. 
I have been active in the affairs of the Interstate Oil Compact Com- 
mission since its organization in 1925; served as chairman of its legal 
committee from the time of its organization of that committee soon 
after the compact was created, until 1947. On December 1, 1944, I 
was elected as executive secretary and placed in charge of the head- 
quarters office. 

I have charge of the supervision of all of the activities of the com- 
pact, including the finances, under the direction of the commission, 
of course, its executive committee and its chairman. 

The Interstate Oil Compact Commission is an agency created by the 
interstate oil compact to conserve oil and gas, which, was executed by 
6 States in 1935, and with the approval of Congress, and now consists 
of 22 regular member States, and 5 associate States. 

The Governors of the 22 regular States constitute the Interstate Oil 
Compact Commission, but they appoint assistants or official repre- 
sentatives to act for them when unable to attend, and these assistants 
become official officers of the States. 

The commission has an executive committee consisting of Governors 
or their official representatives from eight States. 

This committee determines largely the policy and program of the 
compact, subject always to the approval of the commission in gen- 
eral session. 

Might I say here that the word “executive committee” has nothing 
to do with executive as far as secret. It is purely a term of admin- 
istration, as nothing is secret about the group. 

The headquarters office is at Oklahoma City and consists of 7 em- 
ployees, 2 other men, and myself, and usually 4 secretaries. As pro- 
vided for in the compact to conserve oil and gas, the objects and 
purposes of the compact are to preserve oil and gas, prevent physical 
waste, and present means and methods of obtaining the ultimate 
production. 

There is no power to issue rules and regulations. Its sole purpose 
is to assist the States in developing the best programs ible for 
the conservation of these great natural resources. All of the power 
is reserved to the States, and one of the principal purposes of the 
compact is to preserve that power in the States, and to assist each 
State in every way possible in fulfilling its responsibility. 
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The commission holds meetings three times a year, originally held 
quarterly. At these meetings reports of committees are received, and 
open forums are conducted. Outstanding State and governmental 
officials, as well as representatives from the oil industry, are invited 
to appear before the committee and discuss the many problems con- 
fronting the conservation. 

During the open forum, any person in any position or occupation 
is inivited to express his position freely upon any matter and to pre- 
sent any matter for the consideration of the commission. 

Right here might I say that that is one of the principal, if not 
the principal, activity of the compact. It is a big desire and always 
has been, to get the opinions of everybody, regardless of their posi- 
tion. The executive committee holds meetings at the call of the chair- 
man at any time between general sessions where he deems it advisable. 
At the regular or executive meetings—and as I explained before, the 
executive meeting is an executive committee meeting; I mean, repre- 
sentatives of the Federal Government, including the President of the 
United States, the Congress, the Department of Justice, the Federal 
Power Commission, or any other department desiring to do so are 
now and have always been invited and urged and requested to attend 
as an official observer, who not only is welcome at the meetings, but 
is invited to participate, to make any suggestion desired, to make any 
recommendations for the consideration of the commission. 

The associate member States are provided for in the bylaws. We 
now have five. They likewise have the privilege and are earnestly 
invited and requested to participate in all the proceedings of the 
commission. 

These official representatives from the State possess all the powers, 
duties, and responsibilities as do the representatives from the Federal 
Government that are now imposed upon the commission, with the 
sole exception of the right to vote and hold office. 

In compliance therewith, the Federal Power Commission and the 
Department of the Interior have always had official representatives 
at our meetings. I believe that is almost without exception. And 
these representatives have attended practically all of our meetings, 
have participated therein, have exercised all the privileges of any 
governor or other representative, with the sole exception as above 
mentioned—the right to vote and hold office. 

I can think of no action that has ever been taken by the Interstate 
Oil Compact Commission that has not been approved by all of these 
Government officials present. 

Right here, I want to state that I have the authority to officially 
advise this committee or any representative that it desires to send that 
we would be most pleased and delighted to have a representative of 
this commission attend any meeting, both of the executive committee 
and of the compact commission, and observe first hand exactly what 
the commission does. 

I might say further that our next meeting is to be held in Billings, 
Mont., on the 31st of August and the Ist of Betanber, and the meet- 
ing following that will be held in Oklahoma City on the 4th and 5th 
of December, and the meeting following that will be held in Savannah, 
Ga., I believe, on the 16th and 17th of May 1954. 
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I assure you that every governor would be most glad to have any 
members of this committee or any official representative that they 
wish to send. 

The Interstate Oil Compact Commission does now and always has 
urgently requested Congress, the Department of the Interior, and the 
President of the United States to be official observers. We hope that 
other departments of this Government—the Attorney General espe- 
cially—will also attend. And I might say in passing that I do not 
think there has ever been a meeting when a letter hasn't been directed 
to the Attorney General and to the other offices asking them par- 
ticularly to attend. 

A large part of the activities of the compact are conducted through 
standing committees. These standing committees at the present time 
consist of the engineering committee, the legal committee, the research 
and coordinating committee, the regulatory practices committee, the 
public lands committee, the secondary recovery and pressure mainte- 
nance advisory committee, the by laws and procedure committee, and 
a resolutions committee, which latter committee is appointed ‘before 
each meeting, and also several other more or less minor or adminis- 
trative committees. 

These committees, as their names indicate, go into every phase of 
the oil and gas conservation program. 

The engineering committee attempts to develop and discover the 
best engineering practices. The legal committee attempts to develop 
the best laws, to advise the commission on any legal problems, and to 
review court decisions and regulatory orders, interpreting them so 
that the commission and those in attendance on the regulatory bodies 
may be fully informed. 

The regulatory practices committee makes a special study of rules 
and regulations that will be applicable in each State. The research and 
coordinating committee studies the activities of the different regula- 
tory authorities in order to pick out the best for the information of 
the others. The public lands committee concerns itself largely with 
public land questions, while the secondary recovery and pressure main- 
tenance advisory committee devotes itself largely to the means and 
methods of obtaining the greatest ultimate recovery by secondary 
recovery and pressure maintenance. 

The information accumulated by these various committees between 
sessions and at general meetings, as well as all of the discussions and 
reports, addresses, and discussions at the general meeting, is coordi- 
nated, reported, and published by the aellineutndh office of the com- 
mission through its regular publications—the quarterly bulletins and 
compact comments as “well as through hundreds of special publica- 
tions covering the various subjects of ‘conservation. This information 
is furnished to State and Federal officials desiring the same and to 
any citizen of the United States or anyone else, for that matter, 
whether he is a citizen or not, even people from foreign countries, 
regardless of position and occupation. All he needs to do is to ex- 
press his interest. Something like 4,000 are already on our list, and 
we receive more every day. 

All the information is furnished without cost to anyone requesting 
it. We have hundreds of libraries, high school students, college 
students, even grade students, from all over the United States, writing 
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to us for that information, as well as, of course, members of the in- 
dustry, representatives of the petroleum industry. 

The headquarters office attempts to answer numerous questions, to 
be of assistance to anyone, not only to the States but to anyone else, 
who is interested in conserving our great natural resources and pre- 
venting physical waste. 

The finances of the commission are furnished entirely by voluntary 
contributions from the States. No contributions from companies, as- 
sociations, or individuals are accepted. We carry no advertisements 
in our publications. 

The commission is composed of duly qualified State officials, pri- 
marily the governors of the 22 States or their officially designated rep- 
resentatives. While the membership of the various committees is not 
entirely composed of State and Government officials, a large majority 
of the membership is so composed although representatives of the oil 
and gas industry are included in the me smibe ‘rship of these committees. 
However, they are recommended by the governor of each State and 
are appointed by the chairman of the commission, who is always a 
governor, with the approval of the executive committee, which con- 
sists of hati governors; constituting them, in my humble opinion, 
legally State representatives and not representatives of the particular 
oil industry in which they are engaged. 

All the recommendations of the commission are based solely on the 
premise that oil and gas should be conserved, that physical waste 
thereof should be prevented, and that the greatest ultimate recovery 
of oil should be dbtainad. This purpose is strictly followed in all 
actions of the commission, keeping in mind always that it is the duty 
and responsibility of the individual States, which right and responsi- 
bility should be protected but at the same time should be exercised in 
an official and proper manner in the interests of the people of the 
States. And that is what we attempted to do. 

I have brought with me 2 or 3 pamphlets. As I say, we have liter- 
ally hundreds. 

One of them I would like to put into the rec ord, entitled “Saving 
Your Oil,” and they are quite voluminous, and I didn’t bring enough 
with me, but I will send each member one, going into the various ac- 
tivities of the Interstate Oil Compact Commission on saving oil. 

Another one is the 1953 Directory, so that this committee will be 
advised as to who constitutes the official family, including all the 
committees of the compact. 

The next pamphlet is, A Summary of the Background, Organiza- 
tion, Purposes, and Functions of the Interstate Compact To Conserve 
Oil and Gas, which in the back thereof contains the compact itself, the 
bylaws adopted by the commission, and some other suggestions. 

I also brought along a little pamphlet recently prepared for pub- 
lication, which is not ‘of much importance, containing the governors 
as they exist today. 

The summary on Saving Your Oil is 2 or 3 years old. 

Now, if I may be permitted—I hope I am not out of line—to recog- 
nize the statement of Congressman Heselton this morning, when he 
very properly and corr ectly read a statement of mine that was made 
before the Small Business Committee, and was contained in the 
report: I want to report that while his statement was correct—L have 
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seen it reported, referred to, several times, as it was in that report—I 
think I am not being unreasonable when I say that the statement 
doesn’t correctly show my attitude. Whether my opinion is worth 
any thing or not is a different question. But I have seen it quoted 
many times, so I am a little particular about it. 

It is true, as he read, that in that statement I stated in substance, 
“to prorate the market demand, of course, will affect price,” and that 
is what was asked this morning. 

Now, I am reading from the official report in which that appears. 
But I further state: 

When you go to saving anything or preventing its waste naturally it is going 
to affect price. It may affect it down. You asked me about the broad question 
of affecting price. Of course, it affects price. But if you are trying to say that 
the interstate oil compact, or if you are intimating that the interstate oil com- 
pact, has at any time, or the State of Oklahoma, with which [ am more familiar, 
had for its principal purpose the affecting of price, then to my mind this is 
most erroneous. 

That is the end of the quote. 

Time was rather short. We were rather in a hurry. That was in 
answer to questions asked by Mr. Hadlick, who was conducting the 
investigation. But I have talked to him often. I know he under- 
stood the matter. 

If I had been asked to express my cpinion further, I would have 
said, of course, that temporarily, in my opinion, after observing it 
for years, it does, in lots of instances, have an effect upon price upward, 
but over the period of years. As General Thompson, I think, has said 
in substance in his testimony, and in my study of this matter for 
practically 40 years, I am thoroughly convinced, if the program of 
conservation had not been carried out by the States, the price of oil 
would have been much higher and the price of gasoline would have 
been a great deal higher. 

So, in my opinion, whatever it may be worth fundamentally and 
over the years, I do not think there is any question but what a good 
conservation program, while it doesn’t have for its purpose the fixing 
of the price of gas or the fixing of the price of oil, and we, as General 
Thompson said so often, don’t think about it or pay any attention to 
it, since that has been brought into my testimony, that 1s my humble 
opinion. 

I believe, gentlemen, that that covers everything I was asked spe- 
cifically in the telegram, but I am certainly willing to answer any 
questions that I might. 

The CuatmMan. om may feel free to add to your statement what- 
ever you wish in the way of additional documents and reports, or 
material of any character that would be pertinent to the question. 

Mr. Foster. Thank you. 

(The pamphlets referred to are as follows:) 


Savine YOur Om-—AcCOMPLISHMENTs IN OIL AND GaS CONSERVATION 


Published by Interstate Oil Compact Commission, Box 3127, State Capitol, 
Oklahoma City 5, Okla. 


SumMMARY 


The Interstate Oil Compact Commission, an organization existing under the 
Constitaution of the United States and under the concurring authority of 
Congress and 20 sovereign States, presents a record of accomplishment of in- 
dustrial history which is unparalleled. 
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The cooperation between the oil and gas producing States and the Interstate 
Oil Compact Commission has proved to be the most effective way, and indeed 
the only feasible way, of increasing the ultimate recovery of our inrreplaceable 
oil and gas resources. It is conservatively estimated that the States through 
their conservation programs have produced at least 5 billion barrels of oil that 
would never have been produced under the methods in use in the early days of 
the industry ; and it is also conservatively estimated that at least 5 billion barrels 
of the Nation’s 26 billion barrels of oil in reserve would not be available except 
tor these conservation programs. Stated in another way, since the beginning of 
World War II, 40 percent of our oil production has been due to the conservation 
work of the compact States. 

A recent national committee reported to the Secretary of the Interior that the 
Nation today has 1 million barrels of productible oil per day which is available 
in case of emergency over and above what is now being produced, and which 
can be produced without waste. 

While these figures are necessarily estimates, they are based on information 
compiled by experts who have studied the petroleum industry over a period of 
years. 

The basis upon which conservation depends, namely, control of reservoir 
energy, is a very simple process and easy to understand. This energy is gas in 
solution with oil, or gas in contact with oil, or large volumes of water under pres- 
sure that are in contact with oil, which move the oil so that it may be produced 
in maximum quantity from the well, and is readily controlled by regulating 
production. The former practice, without reservoir control, meant a mad 
scramble to be the first to drill wells and produce them to capacity, with the 
result that the field was soon gutted. 

The factors necessary for a good conservation program may be briefly listed: 

(1) An adequate conservation law in the producing State: this is essential. 

(2) An administrative body understanding the necessity for a conservation 
program, with trained personnel, and with authority to enforce the program 
if the industry fails or neglacts to operate in the most efficient known manner. 

(8) Cooperation by the industry in making the best engineering and scientific 
knowledge avaliable to all in an effort to obtain maximum production of oil 
and gas from each field. 

(4) An understanding by the general public of the benefits of a good con- 
servation program to both national security and to the individual citizen. 

Looking to the future, the conservation of our oil and gas is necessary to pre- 
vent catastrophe, perhaps a conquest of our land by a foreign aggressor. Noth- 
ing will more likely provoke an attack by a foreign aggressor than for our 
Nation to become incapable of defense, as certainly will be the case if we be- 
come dependent upon foreign oil and if we abandon our conservation policies, 
which have given us and will give us oil and gas in abundance. An abundant 
supply of American oil and gas is just as necessary in times of peace. 

While no doubt mistakes have been made, the results accomplished have been 
so valuable and so tremendous as to dwarf any and all possible criticism. 

The problem of conservation is not primarily to save a few pennies today 
in the cost of petroleum products, but to so plan and work that for all time 
to come our Nation will be rendered secure and prosperous by an abundant 
supply of liquid fuel within the continental United States. 


Eart Foster, xecutive Secretary. 


EXAMPLES OF CONSERVATION ACHIEVEMENTS OF THE STATES AS TOLD sy THEIA 
GOVERNORS 


ALABAMA 
By Gov. James BE. Folsom 


In 1945 Alabama enacted model laws for the conservation of her oil and gas 
resources. The laws are operated by a board of 3 members, serving staggered 
terms of 6 years each. Representatives of the industry and State government 
collaborated in the writing of the statutes, and we believe our laws are as good 
as any in the country. 

In the Gilbertown field, so far our only commercial producer, production is 
limited to 200 barrels per well per day. Drilling units are 40 acres. Inasmuch 
as gas is not present in appreciable amount, conservation of that commodity 
is not needed. Some of the wells produce small amounts of salt water and 
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that is disposed of by injection into input wells, selected and approved by the 
oil and gas board. To date, the Hunt and Carter Oil Cos., operators in the 
Gilbertown field, have given every cooperation. 

Secondary recovery has not yet become necesary in Alabama. When it does, 
we have ample authority to put it into effect. 

Our greatest need is new discoveries. 


ARKANSAS 
By Gov. Sidney 8. McMath 


Much has been said in favor of the law passed in Arkansas in 1939, but one 
of the most important features of the law is the method of appointing commis- 
sion members. 

The commission is composed of 7 members appointed by the governor for 
staggered terms so that the terms of 2 members expire at the end of 2 years, 
2 members at the end of 4 years, and 3 members at the end of 6 years, and 
thereafter each member served for 6 years. The law specifies that the mem- 
bers shall be more than 30 years of age, and the majority must be experienced 
in development, production, and transportation of crude oil. Several of the 
original members are still serving and most of the replacements have been 
due to death, joining the armed services, or moving outside the State. The 
commission has worked hard to educate the public in the benefits of unit opera 
tion, pressure maintenance and other matters which assist in effecting good 
conservation. Possibly in no other State is there the voluntary cooperation 
which exists between the operators, royalty owners, and Commission that exists 
in Arkansas. 

One of the direct results of the cooperation that exists between industry, 
landowners, and the commission is that more than ™) percent of the production 
from the fields of the State comes from fields with some form of pressure main- 
tenance program in effect and there are three additional tields which are classed 
as uncontrolled but are now beginning secondary recovery programs. Two of 
these projects are fieldwide and one involves more than 4,000 acres. 

The 54th General Assembly of the State of Arkansas passed act 302 author- 
izing the commission to have a survey made of all the pools in Arkansas to 
evaluate the possibilities for secondary recovery in each of the pools. Dr. 
Fancher, from the University of Texas, an eminent authority on secondary re- 
covery, was retained to make the survey as directed by the commission. This 
work required 4 years and was a new milestone in the contributions a State 
could make to its people and the oil industry. In the oldfields records were 
very incomplete and a great deal of research was required. In two of the oil- 
fields, Lisbon and Hillsboro, the survey was a basis for the secondary recovery 
projects now under way. It is estimated that these 2 projects alone should 
recover a minimum of 7 million barrels of oil that could not be recovered by 
primary methods, and perhaps in excess of 20 million additional barrels will 
be recovered. 

The Schuler Jones Sand unit and the Midway Reynolds Lime pressure main- 
tenance projects have been written up so many times as outstanding examples 
of the advantage of reservoir pressure maintenance that no attempt will be 
made to go into the details of their operation. It is estimated that the Midway 
project will recover 35 to 45 million barrels of oil which could not be recovered 
by primary methods and the Schuler Jones Sand has already produced a third 
more oil than it was originally estimated would be recovered by primary methods 
and it is now estimated the ultimate recovery will be 35 to 45 million barrels 
more than by primary methods. Perhaps as important as the additional re- 
serves made available is the encouragement these fields have afforded operators 
to install pressure maintenance projects in other fields. 

Fields, in which pressure maintenance or secondary recovery projects are 
now operating or being set up and the increased production it is stimated will 
be available because of these projects, are: 
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Recoverable oil through pressure maintenance and secondary recovery 


[Millions of barrels] 


| Minimum Maximum 


Midway — 
Schuler Jones Sand ___- 
Wesson Hogg Sand 
Haynesville. - - 
McKamie- Patton 
Lisbon 

Hillsboro 

Magnolia 

Atlanta 

Woodley 


TWO nodkl cedseics 


In his survy Dr. Fancher estimated a minimum of 210,940,000 and a maximum 
of 269,340,000 barrels of liquid hydrocarbons could be made available through 
the injection of water, gas, or a combination of the two for the purpose of main- 
iaining pressure or for secondary recovery. Today Arkansas can anticipate 
that present projects will recover approximately 50 percent of the maximum 
figure. 

It is significant that all of the projects now in operation or contemplated 
have been put in effect since the conservation law was passed but without any 
coercion on the part of the commission. It is also significant that those addi- 
tional pools which offer an opportunity for substantial gains through secondary 
recovery are, with the exception of Fouke, Stephens Travis Peak, and Lewis- 
ville Kilpatrick, old fields which were developed before the conservation law 
was passed and which were exempt from the conservation law. The total ad- 
ditional reserves it is estimated could be recovered from these fields is a mini- 
mum of 60.5 million and a maximum of 128.4 million barrels, of which Fouke, 
Stephen Travis Peak, and Lewisville Kilpatrick Lime would acount for 21 mil- 
lion barrels of the maximum figure. 

In summary, since a conservation law was passed, secondary recovery projects 
have been put in effect which will recover a quantity of oil equal to 4 to 7 times 
the present annual production of the State of Arkansas. A survey conducted 
under the auspices of the State has made information available to the public 
on secondary recovery possibilities on each of the pools in the State. Through 
the educational efforts of the commission the public has been made cognizant 
of the benefits of conservation and are, therefore, very receptive to unitization, 
thus facilitating the forming of units and cooperative projects 


COLORADO 


By Gov. William Lee Knous 


Colorado has two large producing oil pools, which on the whole have been 
operated under good conservation practice. The Colorado Gas Conservation 
Commission has kept watch on these two fields to see that they are being pro- 
duced so as to best secure the greatest ultimate recovery. 

The Rangely pool in northern Colorado has an estimated producible reserve 
of 310 million barrels. Production in this pool is owned by a few large operating 
companies, which naturally have endeavored to follow good conservation prac- 
tice. The field has a very low permeability, that is, the ability for the oil to 
move through the sand is very slow, and until this time there has been no notice- 
able water drive. Proper production in this pool under the best conservation 
methods would mean a very great difference in ultimate recovery. It is esti- 
mated by competent engineers, familiar with the area, that under proper con- 
servation practices the pool will yield an additional 150 million barrels, or ap- 
proximately half of the total probable reserve. A large area of the pool is Gov- 
ernment land, under the supervision of the United States Geological Survey. 

The Wilson Creek pool in Colorado is all on Government-owned land. The 
companies operating the pool have formed a unit agreement, subject to the con- 
trol of the United States Geological Survey. The recoverable reserve from this 
pool operated under the best conservation practices is estimated at 35 million 
barrels, 10 million barrels of which are due to proper control. 
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However, in order to attain the best results, Colorado should have a better 
conservation law. I supported a move for such a measure in the 1949 general 
assembly, but the proposed law failed to pass. 


FLORIDA 


By Gov. Fuller Warren 


Oil production in Florida dates from 1943, when the Humble Oil & Refining 
Co. discovered the Sunniland field at Sunniland, Collier County, southern Flori- 
da. During the intervening years no other field has been discovered, even though 
considerable prospecting has been carried on throughout the State. 

The Humble Oil & Refining Co, has made full use of its engineering skill in 
the development of this limestone field. The Florida State Board of Conserva- 
tion has not exercised legal authority provided in its model law of 1945 to con- 
trol oil and gas production. In the development of the Sunniland field this 
company has used modern methods and complied voluntarily with such rules 
and regulations as would have been enforced legally. 

The Florida Oil and Gas Board is composed of the Governor, secretary of state, 
the State treasurer, the attorney general, superintendent of public instruction, 
the commissioner of agriculture, with the director of the geological survey serv- 
ing as secretary. The Oil and Gas Board has issued rules and regulations that 
will take care of any contingencies that might arise. 


ILLINOIS 


By Gov. Adlai E. Stevenson 


The Louden pool is an example of several pools in Illinois in which substantial 
amounts of additional oil are being recovered by the injection of surplus gas into 
the oil sands through imput wells regularly spaced in a special pattern. It is 
estimated that ultimate recovery of the Louden pool will be 193,500,000 barrels 
of oil, of which it is estimated that 12,600,000 barrels were due to the conserva- 
tion program of well spacing and gas injection. Other pools in which gas is 
injected on a large scale include Salem, New Harmony, and Dale-Hoodville. 
No estimates of additional oil recovery by gas injection in these fields are avail- 
able but it is probably of the same order of magnitude as in Louden. 

Waterflooding for secondary recovery of oil in Illinois has been increasing at 
a greater rate in recent years than air or gas repressuring. There are now 32 
fields in Illinois with active waterflooding operations. Cumulative oil produc- 
tion from these operations to July 1, 1949, is estimated at 13 million barrels. 
Of this amount, 11,600,000 barrels (or 90 percent) came from 3 areas, Patoka 
in Marion County, Clay City-Noble Consolidated (the “basin McClosky”) and 
Siggins in Cumberland County, all of which have had waterflooding in operation 
for about 6 years. Waterflooding in the remaining 29 areas has been going on for 
a much shorter time, so there is an opportunity for substantial returns in the 
future. 

INDIANA 


By Gov. Henry F. Schricker 


Indiana is probably one of the oldest oil- and gas-producing States. Before the 
turn of the century oil and gas were being produced from what is now known 
as the Old Trenton field, and it has been estimated that there were as many as 
30,000 to 35,000 producing oil and gas wells in that field. 

A few of the great names now recognized in the industry had their start as 
individuals in the Hoosier State. The production of oil and gas in this particu- 
lar area brought in many other industries. Unfortunately, however, knowledge 
of petroleum conservation was limited and the production of oil and gas was 
exhausted. It is now recognized that a great amount of waste was committed. 
Fortunately, the other industries remained. The oilmen followed the new dis- 
coveries of oil and gas in the South and West, and it was not until the thirties 
that they returned to Indiana for exploraion and oil and gas developments. 
Immediately after the war it became evident that a great amount of activity was 
about to take place in this State. Our State government, recognizing this fact, 
passed its first oil and gas law in 1947, together with a petroleum severance tax 
to aid in defraying the cost of the new department and, likewise, the cost of 
State government. Almost all of the recent exploratory work has resulted in the 
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bringing in of oil wells, there being 46 out of the 92 counties having oil produc- 
tion, with 178,253 producing acres. The greatest amount of activity is in six 
counties located in the extreme southwestern part of the State. 

At the present time Indiana has very little production of natural gas. Our 
division of State government, that regulates and controls the activities of the 
industry, have in mind a practical interpretation of our rules and regulations 
which tend to yield in their judgment the greatest ultimate recovery of oil and 
gas. Probably one of the best examples of conservation practice in Indiana was 
in regard to the Plainville pool discovery at Plainville, Ind. The greatest part 
of the known pool is directly under the town of approximately 700 or 800 popula- 
tion. If Indiana had not had a petroleum-conservation law regulating spacing 
and drilling units, no doubt there would have been a forest of derricks and well 
locations on the town lots. A hearing was held by the division of oil and gas 
and the conservation commission to establish spacing and drilling units and to 
set up a procedure for the development of the field. Instead of having a boom- 
town for a period and afterwards a ghost town, it is hoped that a much greater 
ultimate recovery of oil will be realized by the operators and landowners alike. 

We in Indiana recognize that the petroleum industry is a very vital part of 
our modern-day living, and our State government will encourage exploratory 
activity, proper production methods, and the prevention of waste. 


KANSAS 


Ey Governor Frank Carlson 


Practically all of the semiflush production in Kansas is being produced in 
western Kansas, and approximately 90 percent of this production is coming 
from the Arbuckle limestone. For this reason the production from the Arbuckle 
must be discussed as a whole rather than a few individual fields. The oil of the 
Arbuckle is very undersaturated, that is, it has very little gas in solution so 
that none of the production has a problem of gas conservation. However, in 
all of the production from the Arbuckle limestone, there is very effective water 
drive and it is necessary to produce each of the reservoirs so that the maximum 
benefit may be obtained from this water movement. Early in the life of the 
production, Kansas was operating upon an actual physical potential basis. 
However, it was found that by the taking of these physical potentials, the water 
generally underlying the oil was being caused to come toward the well bore 
trapping off the oil in behind. The Kansas Corporation Commission in an 
effort to stop this water coning by the high rate of production during the 
testing of the well for its ability to produce, issued rules and regulations to 
determine potentials on a calculated basis rather than to actually produce a 
well at a high rate of flow. This has reaped untold savings of oil within the 
Arbuckle Reservoirs, since it has stopped the coning previously encountered. 

The Kansas Corporation Commission issues monthly orders fixing the amount 
each well will be allowed to produce so that production will be taken at a 
slow enough rate to allow the water to move up as the oil is produced, thereby 
maintaining reservoir pressures and securing a much greater ultimate recovery. 
It has been estimated that 50 percent more oil will be recovered from the wells 
producing from the Arbuckle Reservoirs in Kansas, under the corporation com- 
mission rules and orders, than would be recovered under the law of capture 
method. 

A large portion of the tristate Hugoton gas field lies in Kansas. The Corpora- 
tion Commission has issued basic rules and regulations for the production of 
gas from this pool. In conjunction with the Oklahoma Corporation Commission 
and the Texas Railroad Commission, the orders in all three States are similar 
so that there will be no low pressure areas formed at any portion of the pool 
and ratable taking will be maintained throughout the area so that each owner 
will get his proportionate share of the gas. 

What is known in Kansas as the southeastern stripper area, discovered many 
years ago, through secondary recovery operations is now still producing 10,000 
barrels of oil per day. It is very probable that, without these conservation prac- 
tices, this area would have long ago been abandoned as being unable to pro- 
duce. Another thing that is very interesting to know in Kansas is that the re- 
serves for the State, as of January 1, 1942, were estimated at 700 million barrels. 
Since that time, the State has produced considerably more oil than was estimated 
to be recoverable at that time. The reserve as of January 1, 1949, was still 
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estimated at 650 million barrels. The thing that is interesting to know in this 
regard is that during this period of time there has not been what has been 
considered a major discovery. This means that the State, through its con- 
servation practices and by the development of pools previously discovered, has 
practically as much reserve as it had in 1942 and has still produced more 
than 700 million barrels. 

KENTUCKY 


sy Gov. Earle C. Clements 


Kentucky is not a large producer of oil and gas. Our production consistently 
ranges from 8 to 10 million barrels per year. There is always a ready market 
for our oil and most of it is refined in Kentucky. 

In spite of the fact that we have no adequate conservation laws, there is very 
little waste of either oil or gas. A very small amount of gas is flared which could 
be corrected by conservation laws providing for its return to the reservoir. 

Few, if any, oil wells are produced beyond the maximum efficient rate and it 
can be said to the credit of the operators that little or no oil is wasted by the 
overproduction of wells. Most of our wells pass inte the stripper class after 
a short period of flush production. It must be admitted, however, that if 
pressure-maintenance programs were put in operation in the early development 
stages of our oil pools, the ultimate production would be greater. Such pro- 
cedure would mean that primary production would be one continuous operation 
making it unnecessary to instigate costly repressuring operations at a point 
when the production might be at a stage where it would be a questionable matter 
whether the additional cost required to produce more oil would be warranted. 

The total production in Kentucky from 1883 to 1948, inclusive, has been more 
than a quarter of a billion barrels from scores of pools, many of which are now 
abandoned. Our problem now is the winning of as large a percentage of the 
three-quarters of a billion barrels of oil in these oilfields by using the best known 
methods of secondary recovery. This also means the best principles of con- 
servation known at this time. 

A conservation law that will aid every bona fide producer of oil and gas is 
needed in Kentucky. 

LOUISIANA 


By Gov. Earl Long 


There are two pools in Louisiana that are examples of achievements when 
proper conservation methods are applied. 

The Benton field in north Louisiana is an outstanding example of cooperative 
effort in unitizing a gas condensate pool. Engineering studies, conducted by 
both the operators and the State conservation department, show that, after 
the discovery of the pool, the recovery of liquid hydrocarbons would be much 
greater if the pool was operated as a unit and the gas produced reinjected to 
maintain the reservoir pressure so that the liquid would be produced and not left 
within the reservoir formation. 

The people interested in the pool were so sure that the recovery would be 
greater by these operations that some of the wells were shut in for a* least 
2 years before they were produced, waiting for the construction of a cycling 
plant. This pool is an example of how both the royalty owner and the operator 
have changed their thinking regarding conservation methods. Ninety-nine per- 
cent of the royalty owners signed the original unitization agreement—donly one 
person refused to sign. 

The cycling plant that was built in this pool was designed to operate using a 
capacity of 50 million cubic feet of gas per day from which it is estimated that 
approximately 4,000 barrels of liquid will be abstracted. These liquids include 
butane, propane, gasoline and kerosene, gas in oil, and stabilized crude oil. 
The gas remaining, after this abstraction, is then injected into the producing 
sand to maintain the reservoir pressure and to drive the wet gas toward the 
producing wells. It is estimated this cycling program will be completed in 10 
o 12 years. In that time all the recoverable liquids will have been produced and 
nrocessed in the plant. The gas that had been reinjected will be available at 
that time to be produced and sold for heating purposes. 

This pool is an ideal example of the operators, royalty owners, and the con- 
servation department working together to obtain the maximum recovery under 
the best-known conservation methods. At all times the commissioner of Ccon- 
servation of the State of Louisiana was working with both the royalty owner 
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and operators and on December 9, 1947, issued orders unitizing the pools so that 
the greatest ultimate recovery would be obtained. 

Testimony given at the hearing before the commissioner stated that 188 billion 
cubic feet of gas and 16,600,000 barrels of liquid were recovered from the 
reservoirs. A large part of these liquids would probably not be recovered in 
the absence of the pressure-maintenance program. 

Another example in Louisiana’ is the' West Tépétate pool. This field was the 
first dually pressure maintained field in the United States. In the field there are 
two oil and gas reservoirs and studies have indicated that recoverable oil had a 
value of $4414 million. However, the studies clearly indicated that this recover- 
able value could only be obtained under a pressure-maintenance program with 
both of the producing sands unitized. 

After hearings, the Louisiana Department of Conservation issued an order 
unitizing these two pools so that pressure-maintenance operations could be 
carried on by the introduction of both gas and water into the producing forma- 
tions. Due to the structural positions, that is. that one is above the other, several 
of the injections have been completed so that the gas and water injection in one 
well maintains the pressure in both reservoirs. 

Before the hearing held by the Louisiana Conservation Department to unitize 
this pool the operator had much detailed recovery information and enough data 
on the benefits of pressure maintenance. This information was secured by many 
tests in the field and tests in the laboratories. But for unit-pressure maintenance, 
several million barrels of oil would not be recovered. 


MICHIGAN 


By Gov. G. Mennen Williams 


Proration control of oil production in Michigan was established by legislation 
effective in May 1939. Statewide proration is not authorized by the statute, and 
control is, therefore, by individual fields. Proration has always been on a per 
well basis, fieldwide only. The statute provides for control of physical waste. 
either subsurface or surface, and, also, of market waste. The supply of Michigan 
crude has always been less than Michigan refinery capacity and market waste 
has never been an important factor in production control. 

In preventing physical waste regulation of production has had the purpose of 
maintaining reservoir pressures as high as possible. This pressure control has 
had the effect of preventing uneven advances of edge or bottom hole water, and 
channeling or coning. An accompanying beneficial effect has been that of pre- 
venting or retarding escape of solution gas to form gas caps and unnecessarily 
high gas-oil ratios. In a great many fields, water drive has been so active 
that reservoir pressures have declined only slightly below original field pressures, 
and there has been no escape of solution gas. 

The combined effect of preventing irregular bottom and edge water advance and 
of holding gas in solution in oil has been beneficial on many scores. 

Early abandonment of structurally low edge or flank wells because of water 
coning has been avoided. 

Percentages of brine produced to total oil to be ultimately recovered have been 
less than they would have been without this brine-advance control. 

Percentages of that ultimate oil to be produced by flowing have, we believe, 
been increased, 

Totals of economically recoverable oil will have been materially increased. 

Early proration of new fields has been most important in preventing early dis- 
sipation of large volumes of gas, and, as a result, has made the building of natural 
gasoline plants economically profitable and attractive to operators. Residue that 
could not otherwise have been saved for fuel purposes has been made available 
for industrial consumers as both fuel and raw materials for chemical products. 
Before proration control, unrestricted flush production with high gas-oil ratios 
depleted the gas reserves and eliminated in most fields the practicability of gaso 
line plants. 

Control of reservoir energy, so that coning and trapping of oil has been pre- 
vented and so that gas has stayed in solution in oil or its separation from oil 
kept at a low rate, has made possible wider spacing of wells in some fields, with a 
resulting substantial lowering of drilling cost per barrel of oil to be ultimately 
produced. 

The general tendency is toward 20-acre spacing as compared with 10-acre pre- 
vailing before production control became the practice. While it may be that 
ultimate recovery of oil per acre will be somewhat smaller with wider spacing, 
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the evidence is that efficiency of both gas and water drive is so much improved 
under production control that recovery percentages will be very high. In efficient 
water drive fields the difference in recovery factors will be negligible. 

During the 10 years of production control, 25 Michigan fields have been operated 
during their flowing lives under proration control. Currently, seven fields are 
being prorated. Close to 45 percent of the State production since 1939 has been 
from prorated fields, and, at any time, the percentage has not varied over 4 or 5 
percent from this figure. Because all fields have been placed under control at very 
early stages of production, it is not possible to construct production curves or 
make other analyses of what reservoir performances might have been without 
control for comparison with actual performance under proration control. Neither 
does the State have for comparison two fields with similar reservoir character- 
istics, one of which has been operated with and one without control. It is 
impossible to precent exact data to show the benefits in barrels of oil recovered 
or to be recovered as a result of proration control. It is strongly felt that much 
oil will be produced which would otherwise have been lost through coning and 
premature abandonment. 

MISSISSIPPI 


By Gov. Fielding L. Wright 


The State Oil and Gas Board of Mississippi has accomplished many things 
since it came into being in May of 1948. 

The board has set up rules and regulations in regard to regular procedure 
before the board. These rules set out methods by which the operator may make 
requests, and the time is limited as to when he is to receive a reply or decision 
by the board. All answers to these requests shall be in writing within 30 days 
after the hearing. 

The board has employed sufficient engineering personnel to establish allowables 
and restrict the wasteful production of gas, so that at the present time we can 
state that there is no gas being produced wastefully within the State of Missis- 
sippi. The board has also set up ratable takings for the protection of correlative 
and coequal rights of owners from the gas fields by making an adjustment at the 
end of the month, based on actual production within the field. This ratable 
raking is allotted back to the wells and is adjusted on a 6-month basis. 

As rapidly as possible the board is passing special rules on old fields and new 
fields alike and is also setting up temporary allowables within these fields for a 
period of 90 days. For example, the Mallalieu field has a 200-barrel daily allow- 
able; LaGrange, a 100-barrel daily allowable; Pine Ridge, a 125-barrel daily 
allowable; and South LaGrange, a 150-barrel daily allowable. A study of bottom- 
hole pressure and other engineering data will be gathered in an effort to find the 
maximum efficient rate of flow to be established in each well and in each field. 

The State oil and gas board has set out Statewide rules and regulations in 
regard to drilling in the new and in the old fields. 


MONTANA 


By Gov. John W. Bonner 


Cat Creek field.—The operators in this pool have for many years maintained 
an air-injection program in order to produce commercially many of the old wells 
that are low on the structure that would otherwise have been abandoned years 
ago. These are old wells, some of which are now producing only one barrel of 
high gravity oil per day. 

If it had not been for this program, these wells would have been abandoned 
many years ago. 

Cutbank field.—There are three projects in this pool where the operators are 
injecting gas in order to assist in maintaining a reservoir pressure. These pro- 
grams result in maintaining production so that the wells may be commercially 
operated. In one project it is reported that an increase of a maximum of 11 per- 
cent of the oil produced was attained. In another project it has been reported 
that a maximum of 20 percent in the production was obtained from these injec- 
tion programs. At this time there is a company laying gathering lines and 
building a treating plant to extract the natural gasoline and sulfur so that all of 
the gas produced with the oil shall be utilized, 

Kevin-Sunburst field —This is another older producing field in Montana and 
through remedial work, such as acidizing, production has been maintained at a 
daily average of from 4 to 5 barrels a day. Recently through the installation of 
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bottom-hole pumps, the operators have been able to handle a much larger amount 
of water. In one instance increased production by this method was from 2 barrels 
per day to 40 barrels per day. In another instance the operators through the use 
of these projects went into an area that was thought to be completely water laden 
and put large quantities of water and have wells now that are considered as good 
commercial producers. 

NEW MEXICO 


By Gov. Thomas J. Mabry 


The Hobbs pool is located in Lea County, N. Mex., and was the first major oil- 
field to be discovered in the State of New Mexico. The field was discovered in 
June 1928, but because of lack of transportation and market facilities no more 
wells were drilled until January 1930, when a well capable of producing 7,275 
barrels per day was completed 3 miles northwest of the discovery well. After 
completion of this well drilling was still slow for some time and it was not until 
the end of 1936 that the field was virtually completely drilled. 

This field, after 21 years and having produced 123,585,363 barrels of oil, still 
has 90 percent of the 256 wells producing the maximum allowable and 206 wells 
are still flowing. Problems of conservation other than oil and gas were presented 
in the development of this pool. Large accumulations of fresh water were found 
approximately 66 feet deep. In addition to this it was found at least three other 
oil- and gas-producing sands were located at shallower depths from the well 
which started producing. A gas program was adopted in the drilling of the wells 
so that the fresh water and mineral deposits and the shallower production for 
mations would be protected for future development. 

In 1929 the New Mexico Legislature enacted laws permitting cooperative agree- 
ments among the operators for the orderly development and production in oil and 
gas pools and permitted State lands to subscribe to such agreements. In 1930 
the operators in the Hobbs pool met and filed an agreement to ratably prorate 
the market outlet for the pool. A formula was adopted for prorating the allow- 
able and this formula has been in continuous effect since its adoption, although 
it was amended in some instances so that all of the wells in the pool have been 
producing ratably. 

The operators in the pool, soon after its discovery, recognized the importance 
of conserving the gas energy as a means of maintaining bottom-hole pressure. 
Remedial work is done to lower the producing gas-oil ratio and a maximum 
gas-oil ratio allowable was fixed. 

In spite ef the fact that during the very early life of the pool large rates of 
production from a few of the wells dissipated some reservoir energy, it appears 
that due to conservation practices adopted soon after its discovery, a maximum 
recovery will be obtained. 

By reason of these conservation practices, it now appears that most of the wells 
will approach depletion before they cease to flow naturally. This is shown by 
the fact that for the past 6 years the gas-oil ratios and bottom-hole pressures in 
the pool have remained practically constant. 

The pressure history in the Hobbs pool is remarkable when it is considered 
that there has been no need for a program, since reservoir pressures have shown 
3.12 pounds per million barrels produced. 


NEW YORK 


By Gov. Thomas E. Dewey 


Due to the fact that the State of New York is one of the oldest of the producing 
States and there has been no new production in recent years, the State does not 
need such comprehensive conservation laws as the newer producing States. 
However, New York has passed laws that require the proper protection of wells 
so that producing fields may be protected, and has passed laws to permit the 
flooding of producing sands, which technique has become the mainstay of oil 
production in the State. This method of secondary recovery can be called con- 
servation in the truest sense of the word. Millions of barrels of oil have been 
produced which previously had been considered unrecoverable, and millions of 
barrels more are expected to be brought to the surface from these “stripper 
wells” by this same technique. It is estimated that when the oilfields of New 
York State are finally depleted, the production of oil by secondary recovery will 
have more than tripled the primary recovery. In other words, oil which would 
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have been wasted because it remained in place, will have been recovered, and 
the volume of the “waste” oil will be at least three times that of the volume 
of oil originally produced. 

OHIO 


By Gov. Frank J. Lausche 


Oil production in Ohio has represented an important segment of the State’s 
economy for more than 60 years. The first oil well in Ohio was completed near 
Macksburg, Washington Connty, in 1860. From this year onward, production 
rose steadily until the peak of 23,941,169 barrels was reached in 1896. Since 
this time production has been on a gradually declining scale. In 1948 approxi- 
mately 21,800 wells produced 3,906,000 barrels, bringing the total volume re- 
covered in the years intervening since 1860 to approximately 615 million bar- 
rels, This yield has come from developments covering some 850,000 acres of land 
in more than 50 counties out of the 88 in the State. 

Small independent operators have been responsible for the greater portion 
of Ohio’s oil production over the years. Large numbers of courageous men, fired 
with the spirit of adventure and equipped more often than not, with only meager 
capital, have fought their way through the many discouragements and established 
for themselves economic independence by their efforts in the recovery of this 
natural resource. Ohio salutes these men as being truly representative of the 
spirit which has built this Nation and made it great. 

Although our peak years of production are now many years in the past, the 
search for new pools and further exploration of those already existing, continues 
at a steady rate. For the past 10 years an average of 1,200 new wells have been 
drilled per year. In 1948 the total number of new wells drilled was 1,231 of 
which 376 were gas, 277 oil, 114 combination wells, and 464 were dry. 

Because oil production in Ohio has been at a declining rate during the past 50 
years and more, and also because of the fact that qualified geologists now 
tell us that by the use of proper methods an estimated 30 million barrels may be 
recovered from fields previously developed, Ohio is deeply interested in utilizing 
secondary recovery methods in order that the maximum amount of our reserves 
may be made available. An excellent example of what may be expected by the 
employment of such methods is the Chatham-Lodi area in Medina County where 
water pressure applied to old Berea sandstone fields has produced more oil in 
10 years than was produced in the previous 19 years by primary methods. 

In various Clinton sandstone fields in Perry and Hocking Counties, the introduc- 
tion of low-pressure gas has kept wells producing which otherwise, in the opinion 
of authorities, would have been abandoned 15 years ago. Some 30 years ago by 
the use of low-pressure air on the Cow Run formation in various parts of Mor- 
van County, oil production of about SO percent of the primary yield was secured. 

The use of such methods where thus far employed indicate that the continued 
application of these conservation practices will result in a substantial increase 
of our total production. Ohio along with other oil-producing States wants to do 
its part in assuring to the future generations their rightful share of this highly 
valuable natural resource. 

OKLAHOMA 


By Gov. Roy J. Turner 


In Oklahoma there is one pool that, due to the way it was discovered, has had 
orders of nearly every type issued. 

The West Cement Medrano pool in Caddo County was originally discovered 
by the drilling of a very large gas well. Subsequent development proved the 
field to be what was thought one of the larger gas reserves in Oklahoma. The 
(klahoma Corporation Commission issvted an order for the ratable production 
of gas between wells in the field, thinking at the time that the field was a dry 
gas field. However, several years after the discovery of gas, a well was drilled 
proving, what was originally thought to be a gas field, to be only a gas cap on 
an oil field. 

At this time the Oklahoma Corporation Commission issued an order providing 
that the oil should be produced in a manner that would conserve the gas and 
reservoir energy and. limit the wells producing gas only so that the production 
would be equivalent to the production of the oil wells, This type of order was 
estimated to have increased the ultimate recovery. for the pool approximately 
30 million barrels, After the pool was fully developed, as both a gas pool and 
an oil pool, the Oklahoma Corporation Commission, after extended hearings, is- 
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sued an order unitizing the Medrano field. After the issuance of this order the 
operators were able to entirely shut in the gas wells and to start erecting a plant 
so that all the gas produced with the oil wells would be reinjected into the gas-pro- 
duction area, thereby maintaining reservoir pressure. In addition to this, the 
wells near the gas cap area were shut in and the oil produced from the wells that 
could more efficiently produce it. 

Testimony given before the corporation commission under oath was that by the 
unitization order alone the ultimate recovery from this field would be increased 
60 million barrels. 

There are two other pools in Oklahoma that virtually illustrate the accom- 
plishments of oil and gas conservation in Oklahoma. 

One pool that is often used as an example of proper operations is the South 
Burbank pool in Osage County. The reason that this pool is an ideal example of 
the benefits to be obtained by proper conservation methods is that at the time 
of its discovery it was only a short distance south of the North Burbank pool, 
a much older pool which was developed and produced before the States and the 
industry realized the benefit of maintaining reservoir pressure and conserving the 
reservoir energy. 

At the time of its discovery, the South Burbank pool was thought to be an 
entirely different pool from the North Burbank, but, as the pool was developed, 
it was found that it actually joined the North Burbank pool and that all of the 
characteristics, such as sand thickness and original oil in place, were almost 
identical to the North Burbank pool. 

The North Burbank pool was developed on a basis of 1 well to each 10 acres 
and was produced at as near capacity as was possible which was the custom at 
that time. However, when the South Burbank pool was discovered in 1935, the 
operating companies and the States realized the benefits of pressure maintenance 
so that all of the gas produced with the oil was reinjected to maintain as nearly 
as possible the original reservoir pressure. 

The South Burbank pool was developed on a basis of 1 well to 20 acres and has 
at this time recovered more oil per acre, with 1 well to 20 acres, than the North 
Burbank pool has with 1 well to 10 acres. 

The South Burbank pool is at this time practically depleted, having recovered 
a very high percentage of the original oil in place, whereas the North Burbank 
pool, not operating under the best conservation practices, has lost all of its 
reservoir energy without nearly recovering the recoverable oil. 

Plans are now in progress to go into the North Burbank pool and replace the 
original reservoir energy with water, thereby recovering oil by secondary recovery 
methods that was recovered in the South Burbank pool by primary methods. 

These pools, as an example, show clearly that by voluntary unit production 
under conservation control more oil is recovered in a much shorter time and at 
a much less cost to the operators than when the old rule of capture was practiced. 

Through proper conservation practices both the royalty owners, the State, and 
the operator will gain. 

Another pool in Oklahoma that has been produced long enough to show the 
benefits of conservation is the Billings Wilcox pool in Noble County. This pool 
was discovered in 136 and the operators almost immediately formed a voluntary 
unit. All of the gas produced with the oil was reinjected to the producing 
formation as well as all of the salt water produced with the oil. 

In addition to the injection program, the operators were able by their unitiza- 
tion program to selectively choose the wells that would be produced so that the 
lowest gas-oil and water-oil ratio could be obtained. This pool has produced 
approximately 20 million barrels of oil as of the first of this year, and by the 
injection program the reservoir pressure is now 1,235 pounds as compared with 
an original pressure of 1,664 pounds. 

The pool has produced now more oil than was originally estimated to be 
recoverable by both primary and secondary recovery methods and still has 
virtually the original reservoir pressure. Now that the pool is practically. de- 
pleted, it is reliably estimated that this pool produced approximately 50 percent 
more oil under proper conservation methods than would have been produced 
by the rule of capture. 

PENNSYLVANIA 


By Gov. James H. Duff 


The first oil well drilled in our country, the Drake well, was brought in near 
Titusville, Pa., in 1859. In the early oil-excitement days in our State nothing 
was known of the function of gas pressure in oil production, The gas was blown 
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and burned with no idea that the supply would soon be gone and most of the oil 
left in the sand with no energy to move it to the well holes. As most of the 
Pennsylvania fields were discovered and produced prior to 1900, this story of 
sudden boom and rapid decline was the almost universal history. 

However, the sad results of this and other early mineral-industry operations 
were not without their lesson to the industrial and educational leaders of our 
State. Through the years our land-grant college, Pennsylvania State College, 
began to give aid and ideas to the mineral industries of the Commonwealth, as 
problems of production arose. In 1928 these industrial-aid activities were 
centered in a reorganized school unit, The School of Mineral Industries. The 
purpose of the new school was to help the people of Pennsylvania to obtain the 
most, in terms of good living, from their heritage of irreplaceable mineral 
resources. 

Naturally, in a State with such great resources of coal, clay, and other non- 
metallic minerals it was to be expected that the problems for the school would 
come from such industries. However, the first group to approach the school for 
help were Pennsylvania water-flood operators, groping for scientific improvement 
in their recently developed pressure-feed water-flood process. I cannot begin to 
detail, in a brief report, the benefits which have come to our Commonwealth, 
and in fact to the whole world, from this one activity of the School of Mineral 
Industries. The school has developed a petroleum engineering course, with 
special accent on secondary recovery, which has sent its graduates to every part 
of the world. The research activities of the school have brought forth new ideas 
which are frequently doubling or tripling to oil recovery from old-producing 
fields, and setting new goals of efficiency for primary operations, The school 
has set up extension courses, using textbooks of their own writing, to provide 
trained workers for the new industry. Last, and greatest, the work of the school 
has given a wholly new idea of the vastness of the oil content of our stripper 
producing fields waiting to be recovered by improved scientific methods. 

The whole development of secondary recovery in Pennsylvania has been a 
story of pleasant cooperation between the Commonwealth and industry. Almost 
from the day that the producers began to realize their need of scientific improve- 
ment their financial efforts were aided by matching funds from the State for 
research at the college. On their part, the Bradford producers will repay the 
encouragement by producing 400 million barrels of high-grade oil from a field 
formerly thought to be ready for abandonment. Much greater than this, the 
joint effort of State and industry has presented to the world a new production 
method which will add many billions of barrels to our oil supply. 


TEN NESSEE 


By Gov. Gordon Browning 


In view of Tennessee's relatively small annual production of oil and gas, it 
rarely exceeds 20,000 barrels of oil and 300 million cubic feet of gas, the most 
outstanding accomplishments in the field of oil and gas conservation are forward- 
looking and precautionary in kind. 

When a major discovery is made in Tennessee, the people of the State and the 
industry as a whole will find two accomplishments on record which are out- 
standing. In 1943, the general assembly enacted a modern oil and gas law to 
protect its holdings and those of its people. In 1947, Tennessee became a member 
of the Interstate Oil Compact Commission. This commission will be our mainstay 
in future practices of oil and gas conservation. As its name indicates, it is a 
commission whose members are appointed by the governors of the member States 
to conserve oil and gas in those States. 

The above two pieces of legislation give adequate control at State level and 
will safeguard our rights from encroachment at Federal level when Tennessee 
becomes a significant producer of oil and gas. 


TEXAS 


By Gov. Allan Shivers 


The outstanding recent activity of the Texas Railroad Commission is the 
positive action that the commissioners have taken in the matter of flare gas. 
By way of explanation flare gas is natural gas that is produced with oil. Very 
often, as was the case in Texas, facilities are not available to gather all of the 
gas when the wells are making their allowed oil. 





PETROLEUM STUDY 723 


Early in 1946 an engineering committee, appointed by the chairman of the 
commission, made a report on this flare-gas problem. Their report caused the 
commission to hold numerous hearings to determine what could be done to 
reduce the amount of flare gas. 

After much testimony, over an extended period of time, the railroad commission 
issued orders in 17 pools which required the gas to either be utilized or the 
production in the pools be reduced to a point where the gas would be utilized. 
These orders were immediately attacked in the courts, however, the State 
supreme court ruled that the commission was acting within its delegated au- 
thority and that the orders were valid. 

The results of these orders of the railroad commission were manifold. One 
thing they did was to stop the flaring of gas into the air that could be used for 
fuel. Another caused the operators to start putting the gas back into the forma- 
tion in order to continue to produce their oil allowables. This not only con- 
served the gas to be used at a later time when facilities were available but most 
importantly maintains the reservoir pressure so that an increased recovery in oil 
will be possible. 

East Teras field.—Very soon, to be exact, in September 1949, the east Texas oil 
field will be 19 years old. 

No other oil field in the United States has ever attracted as much attention 
as has the east Texas field, and no field has ever been produced more carefully 
since 1933 than has the east Texas field, under the supervision of the railroad 
commission. 

The field to date has produced 2,561,833,280 barrels up to June 1, 1949. This 
is the recorded measured production and accounted for by the railroad com- 
mission of Texas, which makes it one of the great fields of the world in oil 
already produced. 

On January 1, 1943, the bottomhole pressure in the east Texas field was 1,015.71 
pounds per square inch. Six uid one-half years later, June 1, 1949, the bottom- 
hole pressure of the east Texas field was 1,018.87 pounds per square inch. In 
other words, the field has been producing at an average rate of 352,000 barrels 
per day in 194% and 368,000 barrels per day in the year 1944; 358,000 barrels 
per day in the year 1945; 330,000 barrels per day, each and every day, for the 
year 1946; 320,000 barrels per day in 1947; 305,000 barrels per day in 1948; 
and 231,000 barrels per day for the first 5 months of 1949. 

All that oil has been produced and saved and yet, by the careful preservation 
of the bottomhole pressure, the east Texas field has gained 3 pounds in reservoir 
pressure. That is a conservation record not excelled anywhere. 

In order to show the enormity of these figures, let me repeat them by years. 
In 1948 there was produced 128,568,647 barrels from the east Texas field. In 
1944, 134,768,033 barrels ; in 1945, 131,021,969 barrels ; in 1946, 120,574,115 barrels; 
in 1947, 116,947,105 barrels ; in 1948, 111,879,934 barrels, and for the first 5 months 
of 1949, there was produced 41,886,616 barrels, making a total from 1943 through 
1949 of 785,646,419 barrels of oil produced with a net increase in bottomhole 
pressure since 1943 of 3 pounds. 

Tabulation 1 given below gives all figures, but I took the pains to call them out, 
because they are so impressive to me, as I believe they will be to even a casual 
reader. 

In the early days the east Texas oil field produced at very high rates of flow, 
and the pressure dropped very fast, but for the past 14 years, we have been 
conserving that pressure by making thorough tests each month, using the same 
100 key wells throughout the field, and each month making the following month’s 
production small enough so that the bottom-hole pressure did not drop unduly. 
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TABULATION I.—10-year period pressure—Oil production relationship east Texas 
field 


| Oil produced 

. et >) ‘le | Reservoir pressure Pounds per per pound 
Oil production (RRC) Barrels (RRC) | square inch | pressure drop 
| (barrels) 


Total 423,317 | Begin | 1, 106.78 
Daily 387, End 1,061. 35 | 


Drop 


Total 094, 581 | Begin. | 1, 061. 35 
Daily 380,040 | End 1, 051. 73 


—__—_—___—_--_—_———_ | 
| 


Drop | 9. 62 


Total 5 594 | Begin 1, 051. 73 
| Daily . 357, | End | 1, 025. 58 


Drop . 26. 1! , 986, 905 
Total 20, 738, Begin : | 1, 025. 58 
| Daily 330, End ‘ . 1, 015. 71 


Drop 9. 87 , 232, 840 


Total... 568, Begin 1, 015. 71 
Daily __. 352, End | 1, 012. 44 


Drop : 3.27 39, 317, 620 


Total ; 34, | Begin ; | 1, 012. 44 
Daily End___. 1, 001. 24 


Drop... | 11. 20 12, 032, 859 
Total 31, Begin 1, 001. 24 
Daily ‘ 38 End__.. bau 1, 016. 15 


Increase -_- 14. 91 


Total__. \ , 574,115 | Begin. 1, 016. 15 
Daily - 330,340 | End ‘ 1, 016. 20 
| een | 


Increase eid . 05 


Total Begin. 1, 016. 20 
| Daily__.. | End 1, 011. 39 


Drop-.-.-- . y 4.81 24, 313, 320 


| Total , | Begin. | 7 “1,011.39 
| Daily... : ete. Ae. 2. 1, 008. 39 


BD «ante onal 2. 37, 293, 311 


Total_. ‘ | Begin 
Daily wnhd 


Increase 


Grand total =—aY (CY Original . hans 1, 620. 00 
June 1, 1949 ' 1, 018. 87 





Drop athe 601. 13 
Increase 
* First 5 months. 


As a matter of fact when there was a strong demand for oil like during the 
war days the east Texas field has been allowed to produce whatever it could 
produce without a bottom-hole pressure drop. If the pressure dropped, the allow- 
able was reduced so as to preserve this bottom-hole pressure. 

Along about 1942 salt water began intruding into the east Texas field and 
became quite a problem. 

As the oil is removed, the water moves in and takes its place. 

In 1942 the volume of water produced got to be so large that it was necessary 
to get rid of the water. There was‘talk of building a pipeline to the gulf to get 
rid of the salt water because it was polluting the Sabine River so much that 
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cities down the stream were objecting strenuously and the railroad commission 
was called upon to do something. This the commissicn did in granting permission 
to drill injection wells on the west side of the field where the salt water could be 
returned to the water stream on the side of water intrusion so as to maintain 
bottom-hole pressure and, at the same time, dispose of the salt water. 

The companies were at first hesitant to drill these salt water injection wells, but 
with the assurance of the commission that they would be drilled under orders of 
the commission and with the protection of the commission, they went ahead, and 
it was found that water could be successfully injected into the water sands on 
the west side of the field. 

This encouraged the industry and the commission to go further into the matter 
and under the auspices of the Texas Railroad Commission, the operators in the 
east Texas field were encouraged to form a salt water disposal and injection 
company. 

Each owner of a well in the east Texas field was given an opportunity to buy 
a share of stock in the salt water injection company. The company upon organi- 
zation promptly went into a study of where the water should be returned and, 
under the direction of the commission, went to work injecting water, starting in 
1938, the injection of water into the woodbine starting with 1 well injection of 
611 barrels average per day, and this process has grown until in 1948, there were 
80 injection wells in the field, injecting daily 521,339 barrels of salt water, 
making a total water injection for the year 1948 of 190 million barrels. 

This salt water injection has aided nature in maintaining the pressures of the 
east Texas field. 

This has been done so successfully that the average cost before taxes per barrel 
of water injected into the east Texas field was 1.38 cents per barrel in 1948. 

I attribute our suecess in maintaining the reservoir, pressure in. the east Texas 
field very largely to the efforts and the success of the salt water injection into the 
water-bearing sands to the west of the reservoir containing the oil in the east 
Texas field. 

The struggle to control east Texas oil field production in order to conserve the 
pressure and thereby increase the production of oil was a long and difficult 
struggle in the beginning. 

The Railroad Commission of Texas wrote orders limiting the production to 
around 450,000 barrels per day, which was the amount the experts said the field 
could produce without waste. These orders were uniformly attacked and sys- 
tematically found invalid by the Federal courts. The courts felt that we were 
unduly limiting production. 

It should be said, however, that the courts did not understand the theory upon 
which we were working. One judge said that the experts testified with such 
verisimilitude that it belied belief. 

He also said that the commission had an evil eye on the forbidden thing, 
namely, price, and that our orders were leveled at market demand rather than 
the physical waste prevention. 

It became clear that we were never going to be able to have an order sustained 
limiting the production of the east,Texas field low enough to preserve the bottom- 
hole pressure. In other words, the pressure was dropping and had dropped from 
1,600 pounds down to 1,200 pounds, and was dropping at the rate of 30 to 40 
pounds per month. 

As our orders were stricken down, production increased. The market was 
flooded with oil and the price of oil went down to 10 cents a barrel which, of 
course, paralyzed the entire oil-producing industry of the United States and was 
causing great physical waste in the east Texas oilfield. 

The Legislature of Texas met in special session and recognized that oil produced 
in excess of market demand was waste and passed the market-demand statute, 
which said that production of oil in excess of transportation facilities or market 
demand was waste and instructed the railroad commission to limit production to 
that amount of oil that could be transported and marketed. 

In other words, the legislature recognized that it was perfectly foolish and 
wasteful to produce more oil than could be sold. 

Immediately thereafter the Railroad Commission of Texas posted orders limit 
ing the east Texas field, along with other fields of the State, to that amount of oil 
that could be produced without waste and marketed. 

The court promptly upheld our order for the first time, stating that now the 
‘legislature had seen fit to properly authorize and empower the commission to limit 
the production to market demand. 
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Since that date every oilfield in the State of Texas has come under the market- 
demand statute and the market demand from the oilfields of Texas is ratably 
divided among the various fields of the State and then the amount which is 
allocated to an oilfield is ratably prorated among the oil wells of that particular 
field. 

This system of proration and waste prevention has proved highly successful, 
and has meant that by preserving the pressure in the reservoirs, hundreds of 
millions of barrels additional oil will be recovered from the oilfields of Texas. 

The east Texas field has already produced 2,600 million barrels and the pres- 
sures are holding up wonderfully. 

When the field was first outlined by dry holes around its 130,000 producing 
acres, the experts rather uniformly predicted that the field would produce in the 
nature of 2 billion barrels of oil total ultimate yield. They were figuring on 
old methods. 

As I have already recited and shown, the field has already produced as much 
as the experts said would be the total ultimate recovery from that field. 

Now it seems safe to predict that if the east Texas field is as carefully con- 
trolled in the future as it has been since 1942, the field should produce 2 billion 
barrels more of oil, and grandchildren of young people living in east Texas today 
can have oil production on their properties, 

Of course, the yield will not be the same as the present daily rate of production, 
but certainly the east Texas field is not more than one-half done in years or in 
barrels of oil recovered. 

Cedar Lake pool.—The Cedar Lake pool is located in Gaines County, Tex., 
upproximately 32 miles south of Brownfield. This field is particularly interest- 
ing due to the fact that it is one of the first pools in which pressure maintenance 
was applied to a limestone reservoir. 

The pool is also unusual in that there was very little gas produced in connection 
with the oil so that all wells were either completed as pumping wells or were put 
on the pump very soon after completion. It was found early in the life of the pool 
that due to the small amount of gas present that the reservoir pressures and the 
productivity of the wells were declining very rapidly due to the lack of any energy 
in the reservoir. Due to the fact that it was realized early by the operators and 
the engineers studying the pool that only a very small percentage of the original 
oil in place would be recovered. In fact it was estimated that there would be in 
excess of 90 percent of the original oil unrecoverable under primary operations. 
Due to this being one of the first limestone reservoirs where it was attempted to 
maintain reservoir pressure with gas, a number of tests were conducted to test 
the feasibility of this operation. 

There was not enough gas present in the reservoir to reinject so it was neces- 
sary for the operators to go 18 miles away to a gasfield in order to have a sufficient 
supply of gas for their operations. Due to the distance, it was impossible to 
transfer the gas to the pool with sufficient pressure so that it was necessary to 
install compression plants. These operations were commenced in April 1946 and 
up until April 1, 1949, enough gas has been injected into the reservoir to fill a 
Space equal to approximately 2,900,000 barrels of oil. The rate of injection of 
gas is maintained so as to balance reservoir withdrawals in the area and to 
maintain equal pressures across the field. 

Since the injection program has begun, not only has the decline in reservoir 
pressures been retarded, but the pressure trend has exhibited an increase. It is 
still too early in the life of the injection program to completely evaluate the 
benefits from the program. However, the engineers in charge of the Cedar Lake 
pool have become completely satisfied that pressure maintenance in limestone 
reservoirs is feasible. Even though by the pressure maintenance program this 
pool is expected to recover a large amont of additional oil, the experiences are 
also valuable to the other limestone reservoirs in western Texas. They now have 
information from this pool that can be considered for pressure maintenance in 
other pools. 

Lovell Lake field.—The Lovell Lake field is located 14 miles south of Beaumont 
in Jefferson County, Tex. There are 2 sands producing oil and 1 deeper 
sand producing gas in this field. The two oil-producing sands are completely 
separated by a shale body 40 feet thick. 

Each of these sands has gas caps overlying most of the oil-producing area 
that provides the energy for the oil producing sands. The first gas was injected 
into the upper sand in December 1941, and gas injection was started in the 
lower sand in 1946. Both of these sands are such that gas-injection programs 
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are very satisfactory and in addition the upper producing sand is thought to have 
a strong water drive to assist in the pressure-maintenance program. It is 
estimated that the total amount of gas which will be injected into both sands 
will be 225,000,000,000 feet and that the pressure-maintenance program, in addi- 
tion to saving this large amount of gas, will increase the ultimate recovery 
of oil by about 10 percent. 

The Texas Railroad Commission has cooperated with the operators throughout 
the life of the project. Its original field rules were issued in August 1939, 
and they have been amended on four separate occasions to assist the pressure 
maintenance program. 

WEST VIRGINIA 


By Gov. Okey L. Patteson 


Oil and gas production in West Virginia has now reached the stage where 
the reservoirs are approaching depletion. 

Many of the rules and regulations that are necessary in the newer and larger 
oil- and gas-producing States are not necessary in West Virginia. However, the 
State has passed comprehensive rules to protect their remaining production. 
It is illegal in West Virginia to waste natural gas by burning in flares or to 
allow natural gas to escape in the air. 

The State has also passed very comprehensive laws, rules, and regulations 
governing the drilling, casing, and producing of all wells drilled in the State. 
Average production from wells in West Virginia is less than one-half a barrel 
of oil per day and the average production from gas wells is less than 50,000 
cubic feet per day. 

For the past 4 years a State-financed research program has been in effect 
attempting to develop methods that will prolong the life of the State’s oil and 
gas wells. This research program is true conservation if it will prolong the 
life of small wells such as are in West Virginia. 

The older producing States are now paying the price for their sins of ignorance. 
During early days in the oil industry no one understood the mechanisms that 
produced the oil, nor the importance of conserving reservoir energy to increase 
recovery. Consequently but a small percentage of the oil in place was recovered. 
Tests made in some older fields show as little as 15 percent of the original oil 
removed ; these pools are now in the “stripper” stage and approach abandonment. 

The Interstate Oil Compact Commission and the States have long recognized 
the magnitude of these reserves. To recover secondary reserves compares with 
the work of the Soil Conservation Service. Bveryone is familiar with its 
achievement in putting back into production worn-out and eroded farm lands; 
the reworking of our older and poorly operated oil pools is similar. A sub- 
stitute for original reservoir energy must be injected into a formation in the 
same manner as exhausted top soils on farms must be rebuilt. 

The injection of a new energy is secondary recovery. The compact commis- 
sion has a division making detailed studies of each oil State for secondary 
recovery reserve possibilities. Estimates now made show that the reserves are 
greater than the total amount of oil already produced. 

It is thought that in the future States with effective conservation laws will 
not have a secondary recovery problem, The way pools are now produced 
in these States makes a maximum use of reservoir energy and the oil formerly 


left in the reservoir by poor production practices by primary methods is now 
recovered. 
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Projects using secondary methods of recovery 


| 
Number of 
projects 


Increased 
recovery 
to date 


Number of 
fields 


Daily 


State 
tate average 


Barrels 
10, 000, 000 


"4, 850, 000 
10, 500, 000 


Barrels 
Arkansas 33, 500 
California : 
Colorado. 
Illinois 
Indiana 
Kansas 
Kentucky 
Louisiana - - 
Montana 
New Mexico 
New York 
Ohio 
Oklahoma. 
Pennsylvania. - 
‘Texas. . abel 
West Virginia............- scien ostjhtiidlaali way citasngitidl 
Wyoming....-.. olka dea aida 


2, 900 | 
8, 500 
1, 200 | 
16, 500 
2, 000 | 


20, 500, 000 
7, 000, 000 
15, 000, 000 
5, 000, 000 
3, 000, 000 
100, 000, 000 
60, 000 

130, 000, 000 
230, 000, 000 
30, 000, 000 
1, 000, 000 
50, 000, 000 


800 | 
9, 000 | 
10, 000 | 
1, 000 
37, 000 
32, 000 
27, 000 
1, 200 
14, 000 
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This handbook is published to provide, in convenient form, pertinent and con- 
cise information concerning the background, organization, functions, and purposes 
of the interstate compact to conserve oil and gas. 

Growth and expansion of the Interstate Oil Compact Commission from an 
original membership of 6 States to present 20-State status is sketched briefly to 
acquaint those unfamiliar with the Commission with its accomplishments. 

Governors, legislators, public officials of oil and gas-producing States, not now 
members of the compact, and others, may find this summary convenient and use- 
ful in considering the advisability of State membership. Text of the compact, 
bylaws of the commission, and suggested legislative acts by which a State may 
become a member will be found on pages 11, 12, and 16, respectively. 

Copies of this pamphlet, of various committee reports, of conservation laws and 
engineering studies mentioned herein, and other additional information will be 
furnished promptly upon request. 

Ear Foster, 
Ewecutive Secretary. 
June 1947. 
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AN InTRODUCTORY WorD 

The success and accomplishments of the Interstate Oil Compact Commission 
clearly demonstrate the practicability of voluntary cooperation between the 
States in the solution of mutual problems. 

Formed and existing for the sole purpose of conserving and protecting irre- 
placeable natural resources, the compact has grown and expanded without 
precedent in the Nation’s history. 

Now just 12 years old, this cooperative advisory body is without power of 
compulsion. Yet it has been aptly called “a bulwark against Federal control” 
and pointed out as “an example in self-rule.”. The expression of its objective— 
“The purpose of this compact is to conserve oil and gas by the prevention of 
physical waste thereof, from any cause”—has been referred to as “the most 
powerful 21 words in American industrial life today” and as “words which have 
changed the course of an industry.” 

The interstate compact to conserve oil and gas provides a forum for interstate 
cooperation to prevent avoidable waste of oil and gas, to further efficient prac- 
tices in oil and gas production and to preserve to the States fundamental rights 
of local self-government. 


P REORGANIZATION BACKGROUND 


The interstate compact to conserve oil and gas was born of necessity. As early 
as 1924, recognition of a need for cooperative action was evidenced by formation 
of the Federal Oil Conservation Board under President Coolidge. During the 
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next 10 years, 2 bills providing for Federal control of the petroleum industry 
were introduced in Congress, namely, the Thomas-Disney bill and the Cole bill. 
In 1929, Interior Secretary Wilbur suggested formation of an interstate compact. 
In 1931, a flood of east Texas and Oklahoma City oil threatened the industry 
with complete demoralization. Lacking adequate control laws, Oklahoma and 
Texas Governors called out the State militia to enforce their shutdown orders. 

On February 28, 1931, the Governors of Texas, New Mexico, Kansas, and 
Oklahoma met at Fort Worth on call of the Oklahoma Governor, agreeing upon 
appointment of a “governors committee,” later known as the oil States advisory 
committee. During March and April, four meetings were held and on May 3 
and 4 at a meeting in Austin, Tex., there was approved a tentative draft of a uni- 
form legislative act for conservation and interstate compact. After further 
meetings, the act was presented to Congress but failed of passage. Throughout 
1932, 1933, and 1934, many meetings were held and objectionable features of the 
earlier compact proposals were eliminated. After a conference with President 
Roosevelt early in 1933, Col. Ernest O. Thompson called a meeting in Washington 
of the governors of all of the oil-producing States for the purpose of forming a 
compact. Several attended. Reports were made to the President who evidenced 
his full approval. Passage of the National Industrial Recovery Act in June 
1933, and adoption of the Code of Fair Competition for the Petroleum Industry 
temporarily shelved all activities looking toward formation of the compact. 

In December 1934 a subcommittee of the House Interstate and Foreign Com- 
merce Committee (known as the Cole committee because Congressman W. P. 
Cole, Jr., was its chairman), after extended hearings on the Cole bill, reported to 
the Congress: 

“We strongly urge upon the oil-producing States the adoption of State com- 
pacts to deal with the problems of production of petroleum with which individual 
States are powerless to cope” and gave its opinion that: 

“A State compact * * * is the solution of those problems of petroleum 
production which cannot be solved with modification of the ‘law of capture’ and 
other legislation operating within State boundaries.” 


DRAFTING OF THE COMPACT 

After the 1984 general elections, newly elected governors took cognizance of 
mandates from their constituents to do something about the oil crisis. E. W. 
Marland, Governor-elect of Oklahoma, called a meeting at his home in Ponca 
City on December 3, 1934. Many States were represented, but no representative 
had the power to act. The second conference on January 3, 1935, was attended 
by representatives from California, Illinois, Kansas, New Mexico, Arkansas, 
Louisiana, Texas, and Oklahoma, and several trade associations. There was 
such a wide difference of opinion as to what the compact should contain that it 
appeared impossible to reach-any plan of operation. 

But the farsighted statesmen did not give up. Another meeting was held in 
Dallas, Tex., on February 16, 1935, with representatives from California, New 
Mexico, Oklahoma, Texas, Arkansas, Colorado, Illinois, Kansas, and Michigan 
present. There the differences were adjusted, a central theme of endeavor agreed 
upon, and the interstate compact to conserve oil and gas was drafted in its 
present form. 

During the 1935 legislative sessions, the States of Colorado, Illinois, Kansas, 
New Mexico, Oklahoma, and Texas ratified the compact. Congressional approval 
was obtained by Public Resolution No. 64 on August 27, 1935, in accordance with 
requirements of article I, section 10, of the Constitution of the United States. 

Organization meeting was held in Oklahoma City, September 12, 1935, at 
which time the Interstate Oil Compact Commission was formed to vitalize pro- 
visions of the compact. E. W. Marland became the first chairman. 

By its terms, the compact was a 2-year agreement. It was extended 3 times 
for 2-year periods, and in 1948 and 1947 extended for 4 years. 


GROWTH OF THE COMPACT 


From an initial membership of 6 States, the compact has now grown to 20 
(19 active and 1 associate member). Michigan joined in 1939; Arkansas, 
Louisiana, New York, and Pennsylvania in 1941; Kentucky in 1942; Ohio in 
1948: Montana, West Virginia, Alabama, and Florida in 1945; and Tennessee 
and Indiana in 1947. Georgia became an associate member in 1946 after amend- 
ment of the bylaws to extend such privileges to States having no oil or gas pro- 
duction but excellent prospects thereof. 
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Although the compact permits any State to withdraw upon 60 days’ notice, 
no State ever has exercised that right. 


PURPOSE OF THE COMPACT 


The aim of the sovereignties comprising the compact commission is expressea 
in definite terms in article II of the pact, which reveals that “the purpose of this 
compact is to conserve oil and gas by prevention of physical waste thereof from 
any cause.” 

Article VI of the compact sets forth that it is the duty of the commission “to 
make inquiry and ascertain from time to time such methods, practices, circum- 
stances and conditions as may be disclosed for bringing about conservation and 
the prevention of physical waste of oil and gas” and report “its finding and 
recommendations to the several States for adoption or rejection.” 

Conservation of natural resources has become a fixed and well-established 
national policy. An enlightened public will no longer tolerate their wasteful 
use and destruction. Public welfare demands their proper utilization and 
development. 

Petroleum is one of the most vital of these resources. The responsibility of 
producing it without waste rests upon the oil- and gas-producing States. The 
Interstate Oil Compact Commission, acting as an interstate advisory committee, 
furnishes facilities for the States, by cooperative action, to perform that obligation 
in the public interest. 


How THE CoMMISSION Works 


The Interstate Oil Compact Commission, constituted under the Interstate Com- 
pact to Conserve Oil and Gas, is the administrative agency organized to carry 
out the functions of the compact. The commission consists of one representative 
from each member State. Under most of the State enabling statutes, the 
governor is named official representative with authority to appoint a substitute 
or assistant representative. In others, the governor is authoried to appoint 
and designate the official representative. One State designated the director of 
the State department of conservation as its representative. 

The commission holds quarterly meetings to conduct studies of methods and 
practices for prevention of physical waste in oil and gas production and for 
discussion of questions directly or indirectly affecting oil and gas conservation. 
These metings are widely attended by State officials, industry representatives and 
other interested persons. A formal program and open forum discussions are 
features of the sessions. 

Through the open forum there has been frank and free discussion and review 
of problems of the States and industry relating to conservation. Here the best 
thinking is available to all, even the smallest producer. Oustanding engineers, 
lawyers, economists, and technicians are brought to the commission’s roundtable 
where the results of their private studies and experiments are presented for in- 
formation and discussion of the entire petroleum and natural gas industry. 

Proceedings of these meetings are published and distributed throughout the oil- 
and gas-producing States. 


COMMITTEE CONTRIBUTIONS 


Standing and special committees are constantly conducting inquiries and mak- 
ing special studies which are presented at the commission’s quarterly meetings. 
Often all committees work simultaneously on various aspects of a single import- 
ant subject, such as reservoir control or secondary recovery. At other times, non- 
related subjects are selected, but always the reports are designed to bring to the 
commission full information on matters relating to oil and gas conservation. 
Committee members are selected from the best available legal, technical and 
engineering talent in the Nation. 

The executive committee consists of representatives of seven compacting States, 
elected annually, who meet monthly for transaction of business and decisions 
on necessary policy matters. Any State representative present at an executive 
committee meeting becomes a member of the committee with ali powers and duties 
of a regularly elected member. 

The legal committee studies legal aspects of conservation. It has prepared a 
comprehensive suggested oil- and gas-conservation statute with alternative pro- 
visions which has been widely used by State officials in drafting or amending 
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conservation laws; has made a study of legal phases of repressuring and re- 
cycling; published a compilation of bylaws for field engineering committees; 
prepared a summary of State conservation laws, and a study of the relationship 
between Federal and State laws. 

The research and coordinating committee, composed of technicians from regu- 
latory bodies of member States, assembles and disseminates factual data showing 
results of applied conservation in the various States. It collects and exchanges 
information between the conservation bodies of the States, studies bottom-hole 
pressure, proration formulas, gas-oil ratio, and production histories of various 
oil and gas fields. Stripper-well surveys and secondary-recovery studies have 
also been conducted. 

The engineering committee makes a study of conservation from a scientific and 
engineering standpoint. It prepared a compilation and summary of established 
engineering principles and sound conservation practices, and now is engaged in 
preparation of a book on oil- and gas-production methods. Leading petroleum 
engineers of the Nation comprise membership of this committee. 

The regulatory practices committee is composed of men thoroughly schooled 
and trained in regulatory practices. Its comprehensive sets of rules and regula- 
tions and uniform reporting forms have been widely used by regulatory bodies of 
oil- and gas-producing States in promulgating their rules and regulations and 
reports. It is now engaged in revisions of the suggested rules and regulations 
to bring them in line with recently changed conditions in the industry. 

The economics advisory committee, composed of topnotch petroleum economists 
of the Nation, keeps the commission constantly informed concerning changes in 
the statistical position of the industry, prepares forecasts of demand for crude 
oil and products, and at its suggestion, the commission is now engaged in making 
a survey of the Nation’s crude and refined products stocks. 

The public lands committee studies the complex problem of State and federally 
owned oil and gas lands. It took a leading part in obtaining revision of the 
Federal Leasing Act and liberalized regulations subsequently issued thereunder. 

The interstate relations committee is charged with responsibility of stimulat- 
ing cooperative activities of member States, spreading the gospel of conservation 
to nonmember States, enlisting additional States in the compact program, and 
carrying out certain educational programs and publications designed for public- 
relations purposes. 

Advisory committees are appointed by many of the Nation’s oil and gas asso- 
ciations as authorized under the bylaws. These committees keep their own 
organizations advised as to the program and activities of the compact commis- 
sion and present to the commission suggestions and criticism concerning its 
work. In addition, the President of the United States, Congress, and Federal 
departments concerned with petroleum activities are invited to send representa- 
tives to any meeting with right of full participation except to vote and hold 
office. Nonmember States also are invited to send observers to the meetings, and 
many oil- and gas-producing States regularly send such representatives. 


HEADQUARTERS AND PUBLICATIONS 


The commission maintains in Oklahoma City a headquarters office where its 
files, credentials, and records are kept and where its administrative work is 
carried on. The managing officer is the executive secretary. Individual staff 
members are specialists in various phases of the work, such as legal, engineering 
and public relations. 

Regular commission publications include the Quarterly Bulletin, containing 
report of the quarterly meeting; Compact Comments, a monthly newsletter cov- 
ering subjects related to conservation; and the Statistical Bulletin, published 
each month to keep the commission informed on petroleum economic conditions. 

A handbook on conservation, Oil in Your Future, discusses in layman’s language 
technical aspects of petroleum, pointing out the need for its conservation. Pre- 
pared for school and college use, the bookiet has been extensively used in the 
commission's educational program. 

A 30-minute sound and color motion picture, Oil for Tomorrow, produced by the 
commission in 1944, was shown to about 425,000 persons at 4,400 showings to 
December 1946. The film vividly portrays the story of America’s oil, its produc- 
tion and use, and the necessity of conservation. The commission owns 20 prints 
which are available for free showing and are kept in constant circulation. Some 
80 additional prints have been purchased by schools, State, and industry groups. 
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Hundreds of articles relating to technical or legal phases of oil and gas con- 
servation have been prepared or encouraged by the commission and distributed. 
In addition, the commission has obtained publication of hundreds of articles in 
magazines, trade journals, and newspapers seeking to foster and strengthen the 
broad principles of conservation. 


FINANCES 


The commission’s activities are financed by voluntary contributions of the 
various member States. No money is accepted from any individual, oil or gas 
company or agency. There is full cooperation between the industry and the 
commission, but its finances are absolutely controlled by the State governments. 
Under this voluntary system, the compact always has received sufficient sums 
to carry on any program the commission determined necessary or advisable. 


CoMPACcT Is RECOGNIZED 


From every part of the Nation come commendatory statements concerning the 
accomplishments of the compact commission. Governors and other State 
officials show their approval by wholehearted cooperation. Industry and trade 
association executives recognize the commission as an effective means of expand- 
ing conservation principles. Federal officials congratulate the commission upon 
its far-reaching program. 

Trade publications have been lavish in their praise. Hundreds of articles have 
pointed out the commission’s accomplishments. To quote just one: 

An editorial in the Petroleum Engineer, December 1946, said in part: 

“Since its organization more than 11 years ago the Interstate Oil Compact 
Commission has rendered a valuable service to the oil and gas industry * * *. 

“Despite the fact that it has neither the power nor the desire to impose its will 
on the States, the compact commission is perhaps the most potent agency today 
influencing and fostering sound conservation practices in the production of oil 
and gas. It provides an open forum whereby all State officials charged with 
the regulation of oil and gas production can study and discuss the common 
problem of conservation and attempt to aid in its solution by acknowledging and 
recommending procedures and practices that will lead to sound conservation and 
the prevention of physical waste of oil and gas. * * * 

“The compact commission is in a position to enlist the cooperation of State 
officials, including its engineers, economists, and legal talent, and also industry 
leaders, in making studies and recommendations. * * * The reports are widely 
distributed and form the background for sound procedure and practice leading to 
maximum conservation of oil and gas.” 


How a State Can Jorn 


Legislative authority to execute the compact is required. Such legislation 
may be either in the form of a bill or a joint resolution, The bill or resolution 
should authorize and direct the governor to execute the interstate compact to 
conserve oil and gas, and provide for a representative to serve on the commission. 
Suggested forms for legislative enabling acts will be found on pages 16 and 17 
of this handbook. 

AN INVITATION TO Or States 


The commission appreciates the confidence it enjoys and the high esteem in 
which it is held. However, all credit for conservation achievements is due the 
individual States, cooperating with the industry, for they alone have the power 
and actually initiate and enforce conservation. 

The compact commission has no power or desire to impose its will upon any 
State. The compact is predicated upon the premise that truth and enlightened 
public opinion are the only forces necessary to insure efficient and effective con- 
servation by the States, and that the commission, by utilizing the combined 
experience and talent of the States and the industry, will be able to point the way. 

Under the compact method, the individual States are trustees of their own 
natural resources. Thus the authority is placed where it can be best admin- 
istered. Cooperating through the compact commission, the States are safe- 
guarding that sacred trust. 

A cordial invitation is extended to all oil- and gas-producing States to join in 
this cooperative endeavor. 
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APPENDIX 
TEXT OF THE COMPACT 
AN INTERSTATE COMPACT TO CONSERVE OIL AND GAS 


Article I 


This agreement may become effective within any compacting state at any time 
as prescribed by that state, and shall become effective within those states ratifying 
it whenever any three of the States of Texas, Oklahoma, California, Kansas and 
New Mexico have ratified and Congress has given its consent. Any oil producing 
state may become a party hereto as hereinafter provided. 


Article II 


The purpose of this Compact is to conserve oil and gas by the prevention of 
physical waste thereof from any cause. 


Article III 


Each state bound hereby agrees that within a reasonable time it will enact 
laws, or if laws have been enacted, then it agrees to continue the same in force, 
to accomplish within reasonable limits the prevention of : 

(a) The operation of any oil well with an inefficient gas-oil ratio. 

(b) The drowning with water of any stratum capable of producing oil or gas, 
or both oil and gas in paying quantities. 

(c) The avoidable escape into the open air or the wasteful burning of gas 
from a natural gas well. 

(d) The creation of unnecessary fire hazards. 

(e) The drilling, equipping, locating, spacing or operating of a well or wells 
so as to bring about physical waste of oil or gas or loss in the ultimate recovery 
thereof. 

(f) The inefficient, excessive or improper use of the reservoir energy in produc- 
ing any well. 

The enumeration of the foregoing subjects shall not limit the scope of the 
authority of any state. 


Article IV 


Each state bound hereby agrees that it will, within a reasonable time, enact 
statutes, or if such statutes have been enacted, then it will continue the same 
in force, providing in effect that oil produced in violation of its valid oil and/or 
gas conservation statutes or any valid rule, order or regulation promulgated 
thereunder, shall be denied access to commerce ; and providing for stringent penal- 
ties for the waste of either oil or gas. 


Article V 


It is not the purpose of this Compact to authorize the states joining herein 
to limit the production of oil or gas for the purpose of stabilizing or fixing the 
price thereof, or create or perpetuate monopoly, or to promote regimentation, 
but is limited to the purpose of conserving oil and gas and preventing the avoid- 
able waste thereof within reasonable limitations. 


Artcle VI 


Each state joining herein shall appoint one representative to a commission 
hereby constituted and designated as the Interstate Oil Compact Commission, 
the duty of which said Commission shall be to make inquiry and ascertain from 
time to time such methods, practices, circumstances and conditions as may be 
disclosed for bringing about conservation and the prevention of physical waste 
of oil and gas, and at such intervals as said Commission deems beneficial it shall 
report its finding and recommendations to the several states for adoption or 
rejection. 

The Commission shall have power to recommend the coordination of the exercise 
of the police powers of the several states within their several jurisdictions to 
promote the maximum ultimate recovery from the petroleum reserves of said 
states, and to recommend measures for the maximum ultimate recovery of oil and 
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gas. Said Commission shall organize and adopt suitable rules and regulations for 
the conduct of its business. 

No action shall be taken by the Commission except: (1) By the affirmative 
votes of the majority of the whole number of the compacting states, represented 
at any meeting, and (2) by a concurring vote of a majority in interest of the 
compacting states at said meeting, such interest to be determined as follows: Such 
vote of each state shall be in the decimal proportion fixed by the ratio of its 
daily average production during the preceding calendar half-year to the daily 
average production of the compacting states during said period. 


Article VII 


No state by joining herein shall become financially obligated to any other 
state, nor shall the breach of the terms hereof by any state subject such state to 
financial responsibility to the other states joining herein. 


Article VIII 


This Compact shall expire September 1, 1987.* But any state joining herein 
may, upon sixty (60) days notice, withdraw herefrom. 

The representatives of the signatory states have signed this agreement in a 
single original which shall be deposited in the archives of the Department of 
State of the United States, and a duly certified copy shall be forwarded to the 
Governor of each of the signatory states. 

This Compact shall become effective when ratified and approved as provided 
in Article I. Any oil producing state may become a party hereto by affixing its 
signature to a counterpart to be similarly deposited, certified and ratified. 

Done in the City of Dallas, Texas, this sixteenth day of February 1935. 


By-Laws Or THE COMMISSION 


In order to perform the functions and duties provided by the Interstate Com- 
pact to Conserve Oil and Gas, the following by-laws are adopted for the conduct 
of the business of the Commission. 


Article I. The Commission 


Section 1. The Commission shall be designated “The Interstate Oil Compact 
Commission” and will be referred to herein as ‘““‘The Commission.” The Inter- 
state Compact to Conserve Oil and Gas will be referred to herein as “The 
Compact.” The states which have ratified and execyted the Compact, or which 
may hereafter ratify and execute the same, will be referred to as “the Compacting 
States.” 

Section 2. The Commission shall be composed of one representative from 
each compacting state, to be selected as the state may determine. 

Section 3. The Commission shall be a fact finding and deliberative body and 
shall exercise the powers and perform the duties provided in the Compact. 
It shall conduct studies such as to ascertain methods, practices, and conditions 
for bringing about conservation and the prevention of physical waste of oil and 
gas and to promote wide acceptance and use of the best conservation practices. 
It shall, from time to time, report its findings and make recommendations to 
the several states for adoption or rejection. 

Section 4. The Commission shall have an official seal, the same to be pre- 
scribed and determined by the Executive Committee. The Executive Secretary 
shall be the sole custodian of the seal. The Commission's official actions shall 
be taken in accordance with these bylaws and the Compact. The verity of such 
actions shall be established by the certificate of its Chairman, attested by its 
Executive Secretary, under the seal of the Commission. 


Article II. Meetings 


Section 1. Regular meetings of the Commission shall be held quarterly at 
such time and place as the Commission shall determine. 

Section 2. Special meetings of the Commission may be called by the Chair- 
man or by a majority of the Commission. 


*Note—The states have successively extended the Compact with Congressional 
sanction. 
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Section 3. Notice in writing by the Executive Secretary of the time and place 
of each regular meeting of the Commission shall be mailed to each.member not 
later than ten (10) days prior to the date of the meeting. Notices of special 
meetings shall be given by the Executive Secretary as the Chairman shall direct. 

Section 4. Notices of the time and place of any meeting of the Commission 
may be waived in writing or by telegram by its members. 


Article III. Rules and Procedure 


Section 1. The majority of the members of the Commission shall constitute 
a quorum at any meeting. Any number less than a quorum may adjourn the 
meeting from time to time. 

Section 2. All actions taken by the Commission at any meeting shall be by the 
affirmative vote of the majerity in number in number and interest of the Com- 
pacting States represented and present as provided by the Compact. The report 
of the Bureau of Mines shall be prima facie evidence of the daily average pro- 
duction of the Compacting States. The Commission may consider other evidence. 

Section 3. Except as otherwise provided by the bylaws and the Compact, all 
meetings of the Commission shall be conducted in accordance with general 
parliamentary rules. 

Section 4. Each compacting state shall deposit with the Executive Secretary 
of the Commission its official certificate and designation of its representative to 
whom notices of all meetings shall be given and to whom official communications 
shall be transmitted. 

Article IV. Officers 


Section 1. The officers of the Commission shall consist of a Chairman, First 
Vice-Chairman, Second Vice-Chairman, each of whom must be a member of the 
Commission, and an Executive Secretary and such other officers as the Commis- 
sion may deem necessary, who shall not be required to be members of the Com- 
mission. The officers shall be elected by the Commission at the last meeting 
held in each year and shall hold office for a period of one year and until their 
successors are elected and have assumed office. 

Section 2. The Executive Secretary and such other officers as may be created 
shall be elected by the Commission at the last regular meeting of the year, and 
shall hold office at the pleasure of the Commission or the Executive Committee, 
and need not be members of the Commission. 

Section 3. The Chairman shall preside at all meetings, call and provide for 
notices of meetings, and otherwise perform the duties customarily performed 
by the chairman of a deliberative body. The First Vice-Chairman shall per- 
form the duties of the Chairman in the absence of the Chairman, and the Second 
Vice-Chairman shall act inthe absence of the First Vice-Chairman. 

Section 4. The Executive Secretary shall make, or cause to be made, a record 
of the proceedings of the Commission and Executive Committee and shall pre- 
serve the same in the Headquarters Office. He shall give notices of meetings, 
and shall be responsible for carrying out the policy, orders, and directives of the 
Commission and of the Executive Committee, and shall make recommendations 
on program, policy, and activities of the Commission, and he shall have general 
supervision, under the direction of the Commission and Executive Committee, of 
all the Commission’s programs and activities. He shall have immediate charge 
of the Headquarters Office and personnel. 


Article V. Committees 


Section 1. An Executive Committee, consisting of representatives from Com- 
pacting States, shall be elected at the last regular meeting of each year, immedi- 
ately following the election of officers. The chairman of the Commission shall 
be a member of the Executive Committee and shall be its chairman. A majority 
of the committee shall constitute a quorum. The committee shall have such 
power and perform such duties in the conduct of the business of the Commission 
as the Commission shall from time to time by resolution provide. Any member 
of the Commission present at any Executive Committee meeting shall have the 
same power, authority, and responsibility as an elected committee member. 

Section 2. A By-Laws Committee, consisting of three members of the Com- 
mission, shall be appointed by the Chairman of the Commission to study and 
make recommendations as to amendments of the by-laws. 

Section 3. A Resolutions Committee shall be appointed by the Chairman of 
the Commission, consisting of members of the Commission, to serve at each 
regular meeting, at such time and as t!:e Chairman may determine. 
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Section 4. The Chairman, with the consent and approval of the Commission 
or Executive Committee, shall appoint such other committees as may be deemed 
necessary to fully and effectively conduct the business of the Commission and 
carry out the purposes and functions of the Compact. 

Section 5. All non-profit oil and gas associations organized for the purpose of 
advancing the interest of the oil and gas industry in the United States, or any 
section, state, or subdivision thereof, are invited to designate an advisory com- 
mittee to the Commission, which shall be approved by the Commission or the 
Executive Committee. Said advisory committees shall be invited to participate 
in all proceedings of the Commission and enter into the discussions, but shall 
have no official vote. 


Article VI. Headquarters Office 


Section 1. A Headquarters Office shall be established by the Commission at 
such place as it may determine, in which the administrative work of the Com- 
mission shall be carried on, and in which the official files and records of the 
Commission shall be kept. 

Section 2. There shall be kept in the Headquarters Office reports of all com- 
mittees, together with legal, statistical, engineering, and other information that 
may be helpful in an oil and gas conservation program, the extent of such in- 
formation to be determined by the Commission. 

Section 8. All records in the Headquarters Office shall be open to the public 
at all reasonable hours. 

Article VII. Finances 


Section 1. The expense of this Commission shall be paid from voluntary con- 
tributions made by oil or gas producing states, in the manner and to the extent 
they may provide. 

Section 2. The Executive Committee shall prepare and submit to the Commis- 
sion each year an estimate of the expense of the Commission for the coming 
year. 

Article VIII. Federal Representation 


Section 1. The President of the United States, the Congress, and any Federal 
agency charged with responsibility concerning oil and gas, are invited to desig- 
nate one or more representatives of the Federal Government to attend and par- 
ticipate in the meetings of the Commission. Such representatives shall be 
privileged to be present at all open and executive sessions, and to participate 
in the deliberation and studies of the Commission, and to make recommendations 
concerning the policies, program, and work of the Commission, but shall have 
no vote, 

Article IX. Membership 


Section 1. Any oil or gas producing state is entitled to become a regular mem- 
ber of the Commission by executing the Compact in the manner provided 
therein. 

Section 2. There is hereby established associate membership in the Commission. 
Any state having prospects for oil or gas production may become an associate 
member in the following manner: Any such state may make an application 
to the Commission in writing, signed by the Governor of the State or by the 
agency in charge of the regulation of oil and gas, with the approval of the 
Governor. Said application shall state in substance that the State has prospects 
for oil and gas and is vitally interested in the program of the Interstate Com- 
pact to Conserve Oil and Gas, and desires to participate in the Commission’s 
activities, to which application there shall be attached a copy of the Interstate 
Compagt to Conserve Oil and Gas. Said application shall be presented at regular 
meeting’ of the Commission, and such State may be admitted to associate mem- 
bership by a resolution which must have the affirmative vote of all member 
States present at such meeting. An associate member State shall not have 
the right to vote or hold office, but shall be entitled to all other privileges and 
benefits of regular membership. It shall be permitted to participate in all 
Commission meetings, committee meetings, and other activities of the Compact, 
but shall assume no responsibilities except those which the State voluntarily 
assumes, and may withdraw as an associate member at any time by filing written 
notice thereof, signed by the Governor or by the régulatory authority having 
charge of its oil and gas affairs, with the approval of the Governor. 
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Article X. Amendment to By-Laws 


Section 1. These by-laws may be altered and amended at any regular meeting 
upon affirmative vote of the Commission, as herein provided. 


ENABLING STATUTES 


Legislative authority to execute the Compact by the various member States has 
been either by bill or resolution authorizing and directing the Governor to execute 
the same and providing for a representative to serve on the Commission. In 
most States the Governor is named as the official representative with authority 
to name an assistant representative to serve or act for him. In others the 
Governor is authorized to appoint and designate the official representative of the 
State. Copies of the bills and resolutions of the various States will be furnished 
by the Headquarters Office upon request. 

Most of the States use a form substantially like one of the following : 


A BILL 
(Title as required by law) 
(Enacting clause) 


Section 1. The Governor of the State of __.__-_-----_------------ is hereby 
authoried and directed, for and in the name of the State of ___-_---_-------_-_ 
_........., to join with other States in the Interstate Compact to Conserve Oil 
and Gas, which was heretofore executed in the City of Dallas, Texas, on the 
16th day of February, 1935, and now deposited with the Department of State of 
the United States, and which has been extended with the consent of Congress to 
September 1, 1947. 

Section 2. The Interstate Compact to Conserve Oil and Gas referred to in the 
above section, and which it is proposed to enter, reads, as follows: 

NOTE: Copy here the tert of the compact as set forth on pages 11 and 12 
herein. 

Section 3. The Governor of ___-~- Seoiia _. is further authorized and 
empowered, for and in the name of the State of - > Pee le 
cute agreements for the further extension of the expiration of ‘the said Interstate 
Compact to Conserve Oi) and Gas, and to determine if and when it shall be for 
the best interest of the State of _..___.---_-_----__ to withdraw from said Com- 
pact upon sixty days’ notice as provided by its terms. In the event he shall 
determine that the State should withdraw from said Compact he shall have full 
power and authority to give necesary notice and to take any and all steps neces- 
sary and proper to effect the withdrawal of the State of _________.-______ from 
said Compact. 

Section 4. The Governor shall be the official representative of the State 


ge eS ee on “The Interstate Oil Compact Commission,” pro- 
vided for in the Compact to Conserve Oil and Gas, and shall exercise and perform 
Sar the Pinte 68 « . i occ. all the powers and duties as a member 


of “The Interstate Oil Compact Commission”; provided that he shall have the 
authority to appoint an assistant representative who shall act in his stead as the 
official representative of the State of .......-.---------.--- as a member of said 
Commission. Said assistant representative shall take the oath of office prescribed 
by the Constitution which shall be filed with the Secretary of State. 

Section 5. (Emergency clause.) 


House CONCURRENT RESOLUTION 


A concurrent resolution authorizing the Governor to make the State of _.._--__ 
i i eet a party to the Interstate Oil Compact Commission 


Be it resolved by the House of Representatives, the Senate concurring therein, 
That the Governor of the State of ..-___-_---_-__-.____-.__ is hereby authorized 
and directed, for and in the name of the State of ___._-._--__---____-____ , to join 
with other States in the Interstate Compact to Conserve Oil and Gas, which was 
heretofore executed in the City of Dallas, Texas, on the 16th day of February. 
1935, and is now deposited with the Department of State of the United States, 
and which has been extended with the consent of Congress to September 1, 1947. 

(Note: Text of compact may be inserted here, if desired.) 

Be it further resolved, That the Governor of __._...________- ..-. is further 
authorized and empowered, for and in the name of the State of ______--____-___ 
shine secant , to execute agreements for the further extension of the expiration 
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date of the said Interstate Oil Compact to Conserve Oil and Gas, and to determine 
if and when it shall be for the best interest of the State of _..._-.__.__---____------ 
to withdraw from said Compact upon sixty days’ notice as provided by its terms. 
In the event he shall determine that the State should withdraw from said Com- 
pact he shall have full power and authority to give necessary notice and to take 
any and all steps necessary and proper to effect the withdrawal of the State 
OD gina icici Alpes Naidrliy inmieds ihc from said Compact. 

Be it further resolved, That the Governor shall be the official representative 
Oe EO DE cee Miiintatin ts aceaineisieiniiee on the Interstate Oil Compact Commis- 
sion, provided for in the Compact to Conserve Oil and Gas, and shall exercise 
and perform for the State of _-___._--____----______-_- all the powers and duties 
as a member of the Interstate Oil Compact Commission; provided that he shall 
have the authority to appoint an assistant representative who shall act in his 


stead as the official representative of the State of _-__.-.---------------~- as a 
member of said Commission. 
AGOBUSE ON CHEE oe ok ek Cae CPs eo ) | MBPESS 


Speaker of the House of Representatives. 
President pro tempore of the Senate. 





Tue INTERSTATE Ort CoMPACT COMMISSION—DEDICATED TO THE CONSERVATION 
OF OIL AND GAs 


The Interstate Oil Compact Commission is an association of States that are 
dedicated to conserving their oil and gas resources. 

These States believe that they are better able to administrate their conserva- 
tion programs than any other agency. 

The membership of the Interstate Oil Compact Commission is made up of the 
governors of the member States or an official representative appointed by the 
governor. 

The Interstate Oil Compact Commission has been called the most powerful 
powerless organization in existence. Its only power is the power of education, 
recommendation, and persuasion. 

The commission holds quarterly meetings where outstanding men in the oil 
and gas industry are brought together with the State regulatory officials and 
all viewpoints exchanged. 

A large part of the work of the commission is done by its standing committees. 
Here the finest attorneys, engineers, and experts in oil and gas production are 
brought together. Recommendations are made either for the States or the 
industry to accept or refuse as they see fit. 

The Interstate Oil Compact Commission has been defined as democracy truly 
at work. 

Epwarp FE. ARN, 
Governor of Kansas, 
Chairman of the Interstate Oil Compact Commission. 
Paru Foster, 
Executive Secretary of the 
Interstate Oil Compact Commission. 

Headquarters Office, Post Office Box 3127, Capitol Station, Oklahoma City 5, 
Okla. 

May 1, 1953 


The Cuatrman. Are there any questions ? 

Mr. Hrnsuaw. I had a few. 

I take it, Mr. Foster, that it is your belief that if there were no con- 
servation practices, no agreements to conserve on the part of the State 
officials, there would be an immediate pressure to sell oil, to get oil out 
of the ground and sell it, much waste of oil would go on in the mean- 
time, and the net result would be less total oil, and then at the end a 
higher price than through conservation practices. 

Mr. Foster. That is my opinion; yes, sir. 

Mr. Hinsnaw. That is all, Mr. Chairman. 


36179—54———-48 
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Mr. Foster. I happen to have been interested since 1913. I think 
that the history backs it up. We had a real high price of oil in the 
early twenties, and it went down, and then in 1926 and 1927, gasoline 
was up again. And it has been up and down, up and down. But, on 
the whole, it was very, very high, especially in 1926. In 1931, when 
we had a lot of oil, and it was running down the creeks, being dissi- 

ated, gas went down very low, of course, as low as, as I mentioned 
fee 10 cents a barrell. But, in my opinion, it couldn’t possibly have 
stayed there. Before long, all the resources of the State of Oklahoma 
and other States would have been dissipated, and gasoline would have 
gone back to no telling what price. 

Of course, there is no way of proving that, except from my observa- 
tion, but I think it is supported by the history of the oil industry. 

The Cuatrman. Mr. Heselton ¢ 

Mr. Heseitron. Mr. Foster, do you agree that the crude oil market 
is a regulated one, as a result of the production restrictions of the State 
commissions ¢ 

Mr. Fosrer. If I understand your question, Congressman, as to 
what you mean by a regulated market, no. The market is not regu- 
lated. The State officials in Oklahoma, since 1915, have done their 
best to limit the production of oil to whatever the market was. But 
to make any attempt to regulate what the market is—they have tried 
to encourage a big market at all times, so far as I know. 

Mr. Hesevron. My point was definitely that the crude oil market 
is a regulated one. 

Mr. Fosrer. The crude oil market is a regulated one? 

Mr. Hesevron. Yes. 

Mr. Foster. Well, I may not understand you, but if I understand 
you I would say “No, it is not.” 

Mr. Hesevron. You heard me read briefly from an editorial in 
today’s New York Journal of Commerce; did you not? 

Mr. Fosrer. I was sitting back there. I heard part of it, Congress- 
man. I didn’t get the whole effect of it. 

Mr. Heseiron. Let me read from that, then. 

If it were frankly admitted that (1) the crude oil market is a regulated one as 
a result of the production restrictions of the State conservation commissions, 
(2) crude oil regulation is vital to the national interest (as indeed the courts 
have repeatedly ruled), and (3) full and prompt replacement of reserves pro- 
duced can proceed only with proper economy incentives—then it becomes clear 
that the elements of costs are much more of a determining factor in setting the 


price for crude oil than is the case with other commodities traded in completely 
free markets. 


Now, I did not mean to take the clause out of context. I want you 
to know what I was reading. But, specifically, the thing I was in- 
terested in was your own reaction to the statement that— 


the crude oil market is a regulated one as a result of the production restrictions 
of the State conservation commissions. 

Mr. Foster. I don’t think it is, sir. What the man may have meant, 
and what you may mean, that the production is regulated so as to in 
some of the States—now, as I happen to be up here representing all 
the States, I want the committee to understand that thest are only 
about 4 States, or 5, I believe, that haye market demand statutes. 
Texas, Oklahoma, Kansas, Louisiana, and New Mexico, I believe, are 
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the only States that have market demand statutes and the only ones 
I know of that attempt to limit the market demand. 

But assuming that all production is limited to market demand, 
which is the principal one in Oklahoma and Texas and Kansas, then 
I would say that hon is no regulation of market, as I understand 
that term. 

The States simply tried to regulate the production so as to meet 
whatever the market is. : 

Mr. Heseuron- But there is no effort on the pert of the State agen- 
cies to regulate production so that there will be a surplus available 
to the consumer ? 

Mr. Fosrer. Yes, sir; I think so. I think there is always a suffi- 
cient surplus, as General Thompson so aptly pointed out, so far as 
my experience has gone. There may be a few exceptions, but as a 
usual thing, there is an ample surplus to take care of all demands. 

Now, we have had, as was called to attention, a few local condi- 
tions, where all the market wasn’t filled. That was largely, I think, 
due to transportation. But as a usual thing, answering that ques- 
tion generally, I don’t think any State that I have any knowledge 
of has ever limited the production of oil, so that there was ample oil 
for anyone who wanted to purchase it. And not only that but they 
did everything in their power—I was with the commission for 10 
years in Oklahoma, as I stated—they did everything in their power 
to encourage people to buy it. 

Mr. Hese_ron. But, Mr. Foster, my question is as to whether there 
are statutes actually aimed at any percentage, whether it is 2, 5, or 
10 percent, in fixing their allowance. 

Mr. Foster. All I could speak for, and that would not be as secre- 
tary of the compact commission, but I did represent the commission 
of Oklahoma, and during the 10 years that 1 was there, I don’t re- 
member any particular percent, but it was always the idea in our con- 
ferences, in fixing the allowable, to be sure and have it enough so that 
there would be ample oil for anyone that needed it or would buy it. 

Mr. Hesexrton. Is it not true that you are taking into consideration 
stocks of oil ? 

Mr. Foster. Yes, sir; very definitely. 

Mr. Heseiron. And when those stocks of oil reach certain points, 
what is the action taken ? 

Mr. Foster. Well, the commissions, most of them, Texas and Okla- 
homa—and I want the committee to understand now that I am speak- 
ing from past experience rather than the present, because I haven’t 
kept up with the actual, but my experience has been when I was with 
the Oklahoma commission that when the stocks became high, and 
there was ample oil in stock so that they were sure for the next month 
everybody would have ample oil to buy, they would tend to cut it 
down, naturally. It is like General Thompson said. If the stocks 
got down to a place where there was a danger that people, purchasers, 
would not have the oil to purchase, then they would raise their 
allowable. 

Mr. Hesevron. Is there a point, percentagewise or on any other 
basis of determination, when the several commissions or agencies start 
to take steps to cut back? 
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Mr. Fosrer. Yes, sir. I don’t know that it is a percent, but it is an 
amount in stocks. However, I haven’t kept up with that recently. 
But by years of study the experts can tell you just about how much 
oil is necessary in storage in order for everybody to have all they 
want to buy. 

I believe General Thompson said that was 300,000. I am not fa- 
miliar with those figures. They used to be in my head but they are 
not now. But, anyway, there is a certain amount, and as General 
Thompson pointed out, the stocks in each State are earmarked and 
each State knows just how much stocks they have got on their crude 
oil. I say “each State.” I mean Texas and Oklahoma, and I think 
all the rest of them. So that there is not necessarily a percent, as I 
remember it, but certain thousands of barrels that should be in storage 
in order to take care of it. 

Now, when it gets below that line, for each State, or for the Nation 
as a whole, then the theory is to begin to increase it. If it gets above 
that—and General Thompson explained that, I think, much better 
than I can, but I agree with what he said, and I think it is followed 
by all the States. 

Mr. Hesevron. So that in actual practice, the combined effort is to 
produce what is expected to be taken by the consumer, and to keep 
the surplus, if you can call it that, the surplus stock, at a certain level, 
so that it neither goes up too far nor comes down too far. 

Mr. Foster. That is the general idea. 

Mr. Hesevron. And I take it that was probably what you had in 
mind when you wrote to the former Congressman that: 

Our known producible reserves today are the greatest in our history, and 
at the same time we are producing more oil than there is demand for, so the 
aboveground stocks are increasing. 

Is that same situation true now? 

Mr. Foster. Mr. Chairman I don’t keep up, since I have been in 
charge of the compact, with the definite figures. I do have a man in 
my office that does, but personally I don’t keep up. I take it from what 
General Thompson said a while ago that the stocks are too high right 
now. ButI don’t know; no, sir. 

Mr. Heseuron. In the same letter, you said: 

In some States it has been necessary to cut back production in order to prevent 
waste. 

Now, General Thompson discussed the matter of waste at some 
length. 

Do you want simply to subscribe to what he said in terms of your 
definition of waste ? 

Mr. Foster. Yes, sir, I do, and I want to point this out, since Okla- 
homa has been brought into it. The compact, as General Thompson 
says, has nothing to do with that, but personally, I not only subscribe 
to the rule, to the law, but I think personally that the production of 
oil in excess of market demand as I have seen it in Oklahoma is the 
most serious form of waste. Personally, I think it is worse than 
producing at an inefficient rate. I have seen oil in Oklahoma run 
down the creeks by the millions of barrels, almost, in the early days. 

So that to me, as I sat here listening to the questions, the committee 
seems to be trying to distinguish between waste and the limitation 
of oil to market demand. 
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To me, it seems clear that you have to limit market demand. 

Mr. Hesevron. That was going to be my next question. 

In a Statistical Bulletin of the Interstate Oil Compact, vol. 2, No. 
12, 1948, and in similar statistical bulletins, you state in the foreword : 

It must be borne in mind that the demand for crude oil does not necessarily 
reflect consumer demand for products. 

My question is: Just what demand do your estimates cover? 

Mr. Foster. What I was trying to explain there, Congressman, and 
it has been a long time ago, is this: The demand, as the general 
was talking about it a while ago, the demand that is shown by the 
nominations of these companies doesn’t always show the actual de- 
mand. That has been a long time ago if I wrote that, and I know 
this is the way I feel about it, that the consumers’ demand is the only 
proper one. And, as I understand it, the Bureau of Mines goes on 
consumers’ demand. And that is the reason that Oklahoma has 
always given a great deal of credence to the demand. I may be mis- 
taken. ‘The Bureau can speak for itself. But if I remember right, 
Dr. White doesn’t get any statistics on demand from oil companies. 
He gets them from the consumers. That is thrown in, by the way. 
That has just been my understanding. 

Mr. Hesevron. But is it not actually a fact that the nominations 
for the purchases of crude oil placed by the refiners is a great factor 
and perhaps the primary factor in the determination of the demand 
for crude oil? 

Mr. Fosrer. Of course, you limited that to refineries. I suppose 
you mean any purchaser. It is certainly one of the principal factors. 
But if you are asking me for my experience, and that is all I have 
to go on, of 10 years in Oklahoma, it surely can be relied upon. It 
is an estimate. And, as General Thompson pointed out, and as I 
have seen happen so often, the big oil companies design to get an 
advantage, and a lot of them do—human nature—and will nominate 
more than they can possibly use, more than they can take, in order 
to keep the other fellow from getting it, from the market demand, 
and in order to get the producers from their particular field, and it 
has to be watched all the time. So we didn’t, in Oklahoma, give 
as much credence to the purchasers’ demand as General Thompson 
seemed to do in Texas, but we did give a lot of credence. We had 
the same kind of hearings. And they still do. 

Mr. Hesevron. Is the procedure in Oklahoma similar to the pro- 
cedure used in Texas in fixing allowables ? 

Mr. Foster. Approximately so, or it was. And I am sure they 
follow the same. I have followed it pretty closely. There are a 
few differences. But fundamentally, I would say , “Yes.” We have 
the weekly hearings. We ask for the nominations. We take the poten- 
tials of the wells. We try to find out what the wells can produce 
without waste, the maximum production, and then we take into con- 
sideration the stocks, and then the commission meets and makes the 
best order that it possibly can. 

Mr. Hesevron. Are practically the same companies or individuals 
involved in making the nominations in Texas as is true in Oklahoma? 

Mr. Foster. I don’t know, Congressman. I know there is a lot of 
difference. I have attended only a few hearings, and I know there 
are some of them that are the same, but they are not all the same, 
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We have a lot of independents in Oklahoma as well as they do in 
Texas, that have no interest in the others. And I think there are 
some of the major companies that have interest in Oklahoma that do 
not have in Texas. 

Mr. Hestvron. The New York Journal of Commerce for September 
1, 1948, contains a reference to a report by the economic advisory com- 
mittee of the compact commission. 

It is a statement by Mr. Gonzalez. 

Are you in a position to say how many times say, in the last 10 years, 
this economic advisory committee has underestimated the demand { 

Mr. Foster. No, sir, I am not. I can tell you how long they made 
reports to the commission, but I couldn’t tell you offhand whether they 
underestimated or overestimated. As I explained in the other hear- 
ing, when that was up, the economic advisory committee report was 
purely information which the commission never used, we did pass it 
on to the other States if they wanted to use it. 

Mr. Heseron. I take it the commission does place considerable 
reliance on the reports of that committee ? 

Mr. Foster. None whatsoever, so far as I ever knew of. And I have 
attended every meeting of the compact, both executive and otherwise, 
since its organization, either as observer or as chairman of its legal 
committee, and now as its executive secretary, and if they ever paid 
a bit af attention to it, I never heard of it. I was entirely responsible 
for it, because it was very valuable information, and just general 
oan Sate and a very efficient committee. And we passed it on. We 
published their reports and passed it on to the States, passed it on to 
the Federal Government, passed it on to everybody that wanted this 
information that this economic committe gave us. 

I thought it was a very valuable committee, but the commission 
never paid much attention to it. Asa matter of fact, they abolished it. 

Mr. Hesevtron. Does the compact commission have a similar com- 
mittee from the oil industry at present? 

Mr. Foster. No, sir. 

Mr. Hesexron. Did it ever have? 

Mr. Fosrer. I don’t know what you mean, “Did it ever have?” We 
had the economics committee for about 2 years of 3. 

Mr. Hesevron. Well, I meant a committee from the oil industry. 
This was a committee from the oil industr y? 

Mr. Foster. Certainly not. That is what I have tried to explain. 
It was selected from the oil industry, this economics advisory com- 
ittee was, just as I explained in my general statement, but they were 
appointed and recommended by the ‘Government. It ‘happened they 
were economists, most of them big oil companies, although some of 
them were small. But under our theory and our practice, these com- 
mittees are appointed, and they are given to understand that they are 
representing the compact, and they are appointed by the governor, 
suggested by the governor, from whom they come, appointed by the 
chairman, and approved by the executive committee. 

Now, in the appointment of this old economics committee, that the 
Small hedanee Committee seemed to think was pretty bad, that com- 
mittee was selected by me. I had to bag some of the oil companies to 
let them serve on it. If there was any ‘intimation from any oil com- 
pany that they wanted us to do that, I never heard of it. But I wanted 
it. I thought it was valuable information. I still think it was. 
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But it wasn’t selected any more than when you get economists. I 
don’t know anybody in the oil industry but the big companies that 
have money enough to employ one, unless it is an “association. 

Mr. Heseiron. I think Governor Shivers testified when he was 
here at the time of the extension of the compact legislation that the 
commission had invited certain representatives of some foreign gov- 
ernments, I believe, Venezuela had attended one or more of the com- 
mission’s meetings. Is that correct ? 

Mr. Foster. That is right. 

Mr. Hesevron. Is that true also of Canada and Mexico? 

Mr. Fosrer. Yes, sir. 

Mr. Hese.tron. Are they considered members of the commission, or 
just observers ? 

Mr. Fosrrr. They are always invited. 

Now, officially, by action of their Governor or their chief officer, 
they can become official observers, the same as nonproducing States 
can become associate members. Therefore, under that provision of 
the compact, the Governments of Venezuela and Alberta and Saskat- 
chewan are official observers, and usually they have observers at our 
meetings. 

Mr. Hesevron. Finally, I understand Mr. Walker T. Pound is not 
going to be able to be here. 

The Cuarrman. I have understood that Mr. Pound has authorized 
Mr. Foster to speak for him. 

Mr. Hesevron. I see. 

Mr. Fosrer. I have a telegram to that effect. I didn’t get to talk 
to him after he sent the telegr am. 

Mr. Hesevron. You have heard my statement about the published 
report on Mr. Pound’s statement somewhere about June 16, which 
said that cutting Oklahoma’s allowables has not resulted in any de- 
crease in imports, “nor has any credit been given us for our attempt 
to cooperate in reducing national crude-oil stocks.” 

Are you in a position to explain what he meant by that? 

Mr. Foster. I can tell you exactly what I think he meant by it. I 
read it very thoroughly and discussed it with him at the time. I 
didn’t discuss it over the telephone recently. 

If you will read the whole report, a reading of the whole report 
will show that some people in Texas have been very critical of Walker 
T. Pound because they said he had not done his duty in limiting the 
oil to market demand. And Walker came back with the statement 
that he had done better than Texas. He tried to show he had done 
better than Texas. It was kind of a contest between the two States, 
as I read it. That in Texas, while the stock of Texas oil had in- 
creased, his had not; that he had kept it down nearer to his law than 
Texas had to theirs. That was what he was trying to bring out. 
_ that this was a bunch of people in west Texas that were try ing 

to get the market that was really due to Oklahoma and trying to get 
him to get down below what he ought to and to limit it more than he 
should. 

And by the word “cooperate,” I think he means they failed to give 
him credit for trying to do his duty in keeping the oil down to market 
demand. 
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Now, you will have to ask him. I notice by the telegram that I 
got, Mr. Chairman, that he says he will come later personally if you 
want him to. But I will be glad to answer any questions I can. 

Mr. Hesevron. I would rather leave them for him, but I would 
like to ask you if you think there is any possible doubt but that there 
has been an effort, cooperative or otherwise, to reduce the national 
crude stocks in recent months ¢ 

Mr. Fosrer. Well, I can’t speak to that, any more than that I base 
this largely on what I heard General Thompson say. I am sure in 
Texas they have been trying to reduce theirs some. Because they 
think, according to General ~ Thompson, that they are way too big 
now. But I can’t answer that with anything that would help this 
committee, because I am not closely connected with the inner workings 
of any particular regulatory authority. 

Mr. Hesexron. If there has been that effort, and if it has been suc- 
cessful, there is no doubt but what it has contributed to the possibility 
of justifying the price increases. Isthat not true? 

fr. Fosrer. If the effort has been sufficient to have reduced the 
allowable oil in the various States that have limitation statutes, to a 
place where oil would have been scarce, where you couldn’t buy it, 
certainly in my humble opinion it would have affected the price. But 
so far as my knowledge has gone, I would have to answer like General 
Thompson has: That has never happened in Oklahoma in the 40 years 
I know about it, that I know of. We have nearly 40 years’ experience 
with a market-demand statute. We passed it in 1915. It may have 
happened, but I don’t know about it if it has. 

Mr. Hesevron. But, Mr. Foster, you would be frank enough to 
admit, I am sure, that if it is desired to impose a price increase, what- 
ever reason may be offered for that after the price increase, it would 
be extremely desirable to cut down on the available stocks, so that it 
could be pointed out that you had to have an increase in order to 
increase drilling and therefore build your stocks up. 

Mr. Foster. You mean that would be a desirable thing if I was 

wanting to get a price of oil? 

Mr. Heserton. Yes. 

Mr. Foster. I certainly thinkso. I willagree to that. 

Mr. Hesevron. That is what I thought. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. F oster, that concludes your statement, I 
assume ¢ 

Mr. Foster. Yes, sir. 

The Cuamman. We thank you for having come on such short notice 
to the committee. We realize it may have entailed some inconvenience 
todoso. For that reason, we appreciate all the more the fact that you 
have appeared and have testified here today. 

I regret, that I was out of the room at the moment that General 
Thompson left us. I had expected to express to him my appreciation 
for his willingness to come on such short notice to the committee. 

It has been my privilege to know General Thompson for some 20 
or 21 years. I have found him to be a man of splendid ability and of 
high purpose, with a sincere desire to serve faithfully and well in 
public office. He has enjoyed the confidence of the people of his State 
or he would not have been continued in the important position that 
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he has held for these 21 years. During that time he has likewise 
evidenced his patriotism in his service to his country, and he continues 
to serve in the military forces. 

I consider him a man of fine character and great ability, and while 
we may differ at times with respect to some matters that engage our 
attention, yet I have never ceased to have the highest regard for him 
personally and for his honor and ability and integrity. 

Fortunately, I was able to reach him by telephone after he left, 
because I had desired to present to him several questions, which he 
has kindly consented to answer, upon my sending the questions to 
him in the form of a letter. When his answer is received, it will be 
made a part of the record in this matter. 

(The information referred to is as follows :) 


Gas AND Orn Prick HeArtnes—JULy 23, 1953 


Gen. Drnest O. THompson, Tevas Railroad Commission: 


1. Chairman Thompson, will you describe for us just how the Texas commis- 
sion proceeds to set the allowables each month? By this, I mean a description of 
the actual procedures, that is, I understand you accept “certain nominations” 
from the various oil companies and based on these nominations you set your 
allowables. Just how do you do this? Asked at the hearing. 

2. What determines the various rates which you set for the different fields? 
I note, for instance, that in August you have set a 21-day schedule for Texas 
fields generally, 18 for east Texas, and 11 for Spraberry. Just what causes this 
variation—the nominations of the companies, conservation practices, or what? 

8. Would you discuss for us who determines the “maximum efficient rate” of 
production? It is my understanding that this is a physical factor which is 
determined, I take it, by engineers. Is this determination by the staff of your 
commission, by the oil companies, or by both? 

4. Inasmuch as it appears that your allowables have been set at figures below 
maximum efficient rates of production, would you describe for us just what 
standards you administer in setting these allowables? I have in mind that 
the Texas statute has some definition of conservation which, in addition to those 
concerning physical production also include something to the effect that con- 
servation means the avoidance of waste of oil produced in excess of what the 
market demands. Would you describe this for us and file for the record a copy 
of the statute as well as any regulations or standards which you may have set up 
under such statute covering this situation? Asked at the hearing. 

5. Would you give the committee the actual allowables you have set for each 
month for the past 12 months? The actual production under such allowables 
and the total of the nominations upon which you based these allowables? 

6. Would you explain for us the difference between the allowables and ac- 
tual production? 

7. Will you explain the difference between the allowables set and the total of 
the nominations, if there is any difference? 

7 (a) Can you give us now or supply for the record the allowables set by the 
commission compared with what the total production would be if it were at the 
maximum efficient rate of production since the commission has first adminis- 
tered this statute? 

(I appreciate the work in going back to the early thirties. Would you be 
able to make some general statement as to the time up to the end of the year, 
and then supply the information from 1946 to date?) 

7 (b) Would you now for the same period also give us what the prices have 
been for crude oil? What was the price in the early thirties? What is the price 
today? Since the commission first undertook to administer this market demand 
statute, has the price of crude ever declined? 

7(c) Do you feel, Commissioner Thompson, that this adjustment of the 
amount of oil which may be produced in Texas to a figure which the oil com- 
panies say they want to buy is a very definite determinate of price? 
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STATEMENT OF Ernest O. THOMPSON, CHAIRMAN, THE Texas RatLroap Commis- 
SION, BerorE THE INTERSTATE AND ForREIGN COMMERCE COMMITTEE, UNITED 
Sratres House ofr REPRESENTATIVES, WASHINGTON, D. C, 


Mr. Chairman and members of the committee, in addition to testimony pre- 
sented before the Interstate and Foreign Commerce Committee on Thursday, 
July 23, 1953, the following is in reply to the questions tendered me in writing 
by the Honorable C. A. Wolverton: 

In order to properly consider the questions asked of me, I wish to first give the 
definition of “waste” as outlined in the Statutes of the State of Texas. Article 
6014 of these statutes defines “waste” as “The production, storage, or trans- 
portation of crude petroleum oil or of natural gas in such manner, in such amount, 
or under such conditions as to constitute waste is hereby declared to be unlawful 
and is prohibited. The term ‘waste’ among other things shall specifically include: 
* * * (¢g) Waste or loss incident to, or resulting from, the unnecessary, in- 
efficient, excessive, or improper use of the reservoir energy, including the gas 
energy or water drive, in any well or pool; however, it is not the intent of this 
act to require repressuring of an oil pool or that the separately owned properties 
in any pool be unitized under one management, control or ownership. * * * 
(j) The production of crude petroleum oil in excess of transportation or market 
facilities or reasonable market demand. The commission may determine when 
such excess production exists or is imminent and ascertain the reasonable market 
demand.” 

I shall discuss first the subject of underground or reservoir waste in its re- 
lationship as a pertinent function to the setting of allowables for the State of 
Texas. We in Texas have found it desirable through long years of experience 
in the field of reservoir engineering to determine the most efficient rate of pro- 
duction, hereinafter referred to as MER, for the 1,600 oil fields in the State, 
By the most efficient rate of production, or MER, we mean the rate of oil produc- 
tion from a field which, if exceeded during the time period contemplated, will 
cause such changes in reservoir fluid conditions as can result in a loss of ulti- 
mate oil recovery. 

We have further found that the MBR of a reservoir will not remain static 
throughout the life of a field, and requires continuing review. MER’s for the 
individual fields and reservoirs of the State are determined as follows: After 
due notice of 10 days as required by law, all interested parties in a particular 
field meet in public hearing before the commission’s engineering examiners. 
During the course of the hearing, basic reservoir data are presented together 
with reservoir performance data, such as reservoir pressure, gas-oil ratio, gas, 
water, and oil production, and other factors well known to engineering science 
in determining performance of reservoirs. Cross-examination of witnesses by 
interested parties and by commission engineering examiners is had to fully 
explore the reservoir performance with the idea in mind of determining what 
rate of production will result in the greatest ultimate production of oil, thereby 
minimizing waste. The data thus secured is reviewed carefully by the staff of 
the engineering department, and a final recommendation of that department is 
obtained through the chief engineer to the commission with regard to the proper 
MER for the reservoir in question. The commission then meets in formal con- 
ference once each week with the engineering staff, at which time all matters 
pertinent to the MER determination are discussed in detail with the commission. 
The commission thereupon formally makes a finding of fact with regard to the 
MER for that particular field. The frequency of the number of hearings on each 
reservoir will depend upon the sensitivity of the reservoir to the rate of fluid 
withdrawal. After all such MBR’s have been determined for the various fields 
of the State, we simply arrive at a summation of the MHR’s to arrive at a total 
MER for the State, which at this writing, we are happy to say, is in excess of 
what can normally be utilized. 

During my testimony above referred to, I attempted to make very clear the 
fact that oil produced and held in aboveground storage in excess of the demand 
for such crude, taking into account the necessary working stocks, will result in 
evaporation of the lighter ends of hydrocarbons which will amount to consider- 
able aboveground waste. 

During the early 1930’s our experiences with unrestricted rates of production 
from the fabulous east Texas and Yates fields resulted in just such abominable 
waste. In order to prevent such aboveground waste, the Legislature of Texas 
in its wisdom enacted the so-called market demand statute, the full text of which 
is attached. 
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In order to ascertain the reasonable market demand for Texas crude, the 
commission proceeds as follows: Once each month notice of statewide hearing 
for the succeeding month is circulated to all operators at least 10 days prior to 
the date of hearing. Commission rules and regulations require that all pur- 
chasers file with the Commission their nominations for purchases of Texas crude 
for the subject month so as to be available for this hearing. When the statewide 
hearing is held, the nominations, which have been compiled by field, district, and 
State total, are made a part of the record of the hearing and are available to 
those in attendance. 

Also at this hearing evidence is received from witnesses pertaining to the 
market demand for Texas crude, and these witnesses are subject to cross- 
examination by the commission or any other interested party. Also frequently 
made a part of the statewide hearing record are pertinent statistical data, such 
as the Bureau of Mines’ estimate of market demand for the State of Texas, the 
Bureau of Mines’ storage figures for crude oil for both the United States as a 
whole and Texas, together with other information that might be pertinent to 
that particular hearing. 

The commission maintains complete statistical records of United States and 
Texas stocks of crude oil of Texas origin and principal products, as well as 
demand estimates and forecasts made by such sources as API, Bureau of Mines, 
ete., including graphs showing trends and other seasonal data which are con- 
stantly studied by members of the commission and its staff. 

At the conclusion of the statewide hearing the commission meets in executive 
session, where the entire picture is brought into focus through the consideration 
of nominations, the evidence adduced at the hearing, and the available statistical 
data. Then by weighting the above factors, the commission determines the rea- 
sonable market demand for Texas crude. All of the above is then related to the 
MER so as to insure the ratable distribution of the market demand to all of the 
fields in the State in order that no field will produce more than its MER. 

We have then taken into account both below-ground or reservoir waste so as to 
achieve the greatest ultimate recovery of oil from the various reservoirs of the 
State and aboveground waste so as to furnish the maximum amount of oil 
production consistent with reasonable market demand to the end of reducing 
evaporative losses that would result from an overabundance of aboveground 
storage. 

Yertain fields in the State of Texas, because of their unusual producing char- 
acteristics, will deviate from the general statewide producing pattern. For 
example, we have found that the MER for the east Texas field is 275,000 barrels 
per day; however, this field, because of its original natural water-drive energy, 
later supplemented by the injection of produced water, is extremely rate sensi- 
tive, and the sensitivity can be readily ascertained through the medium of ob- 
taining bottom-hole or reservoir-pressure data. Through the years commission 
engineers have calculated these reservoir pressures monthly, and we now find 
that the optimum rate for this field varies between the limits of 17 and 20 pro- 
ducing days. This will explain the reason for adopting 18 producing days as 
stated in Chairman Wolverton’s question No. 2. 

The Spraberry trend area field presents another unique problem in that avail- 
able facilities for marketing casinghead gas produced incident to the oil pro- 
duction are such as to warrant only 11 days’ production to prevent unnecessary 
flaring or waste of this valuable resource. 

When the commission has determined, after consultation with its engineering 
department, the allowable based on the 30-day MER for these unique fields, this 
amount is subtracted from the total market demand and the result is then 
apportioned ratably to the remaining fields of the State, resulting, for example, 
during the month of August in 21 producing days for the remainder of the State. 

The actual production for each month for the past 6 months and the total 
nominations upon which these allowables are based are attached hereto as 
requested in question No. 5. 

In a settled field, or “flush” producing fields, the allowable and production 
are normally the same, absent mechanical difficulty, on individual wells. How- 
ever, in marginal fields, or fields operating in the last stages of production, 
production usually falls below the allowable; however, through the medium 
of work-over operations wells can frequently return to full allowable production. 

In answer to question No. 7, it can be readily seen from the earlier discussion 
that the allowables will not necessarily correspond to the nominations, inasmuch 
as the nominations are only one of the many factors considered in arriving at 
MER. 
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Attached hereto is the transcript of the latest hearing on the Spraberry field, 
which, if studied even casually, will show that we are, by limiting that field’s 
production to transportation pipeline outlet capacity, saving for man’s future 
use 220 million cubic feet of casinghead natural gas that would otherwise have 
been wasted by venting and flaring into the air. Conservation of oil and gas 
means wise use of reservoir energy. We prevent waste. 


The Cuarmman. That will be all. 

The committee adjourns. 

Mr. Fosrer. I take it that I won’t need to stay over? I take it that 
I am excused ? 

The Cuairman. You are excused, with the thanks of the committee. 

(The following material was submitted for the record:) 


NATIONAL AVIATION TRADES ASSOCIATION, 
Washington 6, D. C., July 8, 1953. 
Hon. CHARLES A. WOLVERTON, 
Chairman, House Interstate and Foreign Commerce Committee, 
House Office Building, Washington, D. C. 

Dear Mr. WOLVERTON: We note that your committee has been holding hearings 
relative to the recent increase in aviation gasoline prices. 

The National Aviation Trades Association, representing some 1,400 commercial 
air service (fixed base) operators in 40 States, sincerely hopes that your commit- 
tee will make every effort possible toward obtaining a return of gasoline prices 
to previous levels. 

In an acknowledgedly expensive enterprise such as our services and products 
represent, with public acceptance still at a minimum, and in view of the fact 
that it has been no small task to obtain a “break even” point let alone show any 
appreciable returns, any added expense represents a serious deterrent to the 
development and expansion of our end of aviation. 

We would appreciate your including this statement in the record. 

Respectfully yours, 
NATIONAL AVIATION TRADES ASSOCIATION, 
CuHarLtes A. ParKer, Evrecutive Director. 


INTERSTATE Orn CoMPACT COMMISSION, 
Oklahoma City 5, Okla., August 4, 19538. 
Hon. CHARLES A. WOLVERTON, 
Chairman and Members, Interstate and Foreign Commerce Committee, 
United States House of Representatives, Washington, D. C. 
(In re hearings on price of oil, Interstate Oil Compact Commission. ) 

My Dear Sir: If your files are yet open for the receipt of communications of 
this nature, I would like to place the following statement relative to the subject 
matter. 

I am the representative of the Governor of the State of Louisiana on the Inter- 
state Oil Compact Commission. I am serving my second term in the State 
senate and am chairman of its finance committee. 

I am an attorney of some 17 years’ experience in a general practice. For the 
most part, my practice is general and [ do not represent any major oil company. 
On the contrary, my position in the committee is that of a representative of the 
landowner and royalty owners. From the present and other communications, 
I understand that your committee is concerned with the roll of the Interstate 
Oil Compact Commission in the oil and gas industry, and particularly any effect 
it might have on the price of oil to the consumer. 

To put it briefly and not burden you with extensive argument, may I simply 
express the firm personal opinion that in the absence of such a program as that 
sponsored by the Interstate Oil Compact Commission there would be temporary 
chaos, then complete monopoly or complete Government regulations of the NRA 
type, or in the alternative much higher costs of petroleum products to the public. 

May I eall your attention to the fact that the compact commission is com- 
posed of the governors of several States, with one exception. The representative 
from New Mexico is sui juris, being appointed by the Governor, however. Hence 
it is composed of representatives of the public. 
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May I also call your attention to the fact that action of the commission must 
be not only by heads, but must also be concurred in by every State in proportion 
to its interests. 

In conclusion, may I state both as a citizen and as a representative on the com- 
mission that in my opinion the Interstate Oil Compact Commission unquestion- 
ably militates in favor of and serves the public interest, including the consumer, 
to the national defense effort to the extent that it depends upon petroleum, and 
the entire conception of the useful conservation of our national resources. 

Yours very truly, 
CHARLES TOOKE. 


STATEMENT BY M, F.. A. Orr Co. to House INTERSTATE AND FOREIGN 
COMMERCE COMMITTEE 
JULY 22, 1953. 

The M. F. A. Oil Co. is a farmers cooperative, affiliated with the Missouri 
Farmers Association, which has a membership of 150,000 farmers. We are en- 
gaged primarily in oil marketing and oil refining. Our marketing activities are 
confined largely to Missouri, but we have distribution also in parts of Kansas, 
Arkansas, Tennessee, Mississippi, and Alabama. We have small refineries 
at Chanute, Kans., and Memphis, Tenn., and produce only 2% percent of our 
crude oil requirements. 

When announcements were made by the major oil companies of the crude oil 
price increase on June 15, we became alarmed immediately. We felt that whole- 
sale market conditions would not allow refinery oil prices to advance sufficiently 
to compensate for higher crude oil prices. We advanced our refinery prices 
approximately 1 cent per gallon on gasoline, one-half cent per gallon on kerosene 
and distillates, and 25 cents per barrel on residual fuel oil. These increases were 
barely enough to offset the crude oil price raise of 25 cents to 30 cents per 
barrel. 

Our fears that these increases in the prices of refined oil products would not 
hold have been substantiated. Today, the actual market on kerosene and 
distillates is no higher than before June 15. It is true that published market 
quotations have remained one-half cent per gallon higher. However, kerosene 
and distillates are now being sold at prices no higher than those in effect be- 
fore the crude price increase. We know this to be a fact because we have barge 
loads for sale at our Memphis refinery. As further proof of this market situa- 
tion we quote from the July 20 issue of the Oil and Gas Journal, “Some marketers 
believe that continued sales at the old price (No. 2 fuel oil) will eventually bring 
general postings down * * * and wipe out all of the increase.” 

In addition to no actual increase in kerosene and distillate prices, the inde- 
pendent refiner may not be able to hold up his price of gasoline. To cite one 
example—the major oil companies increased the consumer price of gasoline 
only-three tenths cent per gallon in northeast Arkansas following the crude 
price raise. This is a major marketing area for our Memphis refinery. Our 
jobbers in that area have had their cost on gasoline increased 1 cent whereas 
their selling price to the consumer has gone up only three-tenths cent per 
gallon, resulting in a reduction of seven-tenths cent per gallon in their gasoline 
margins. Obviously, this works a substantial hardship on those jobbers. If 
that situation isn’t corrected soon, we, as an independent refiner, may be forced 
to make a substantial reduction in our price of gasoline for shipment to that 
area. This is true although the increase in our raw material cost holds. 

Recently we have read of the increased margins given to jobbers by major 
oil companies. We have no objection to jobbers receiving additional margins 
which they undoubtedly need, but there is only one place for it to come from— 
a reduction in refinery prices. In the case of a major oil company they can 
absorb this reduction in refining profits by taking it out of crude oil production. 
profits. In other words, any increase in price whatsoever received by a major oil 
company for its finished products is additional profit. If finished product prices 
go up an average of only 10 cents per barrel, then a major oil company, owning 
its own production, is simply realizing an overall increase of 10 cents per 
barrel in profits regardless of whether it shows up in its marketing division, 
its refining division, or its crude production division. However, an independent 
refiner who must buy all of his crude oil and is paying a 30 cents per barrel 
higher price is simply being squeezed 20 cents per barrel if finished products 
go up an average of only 10 cents per barrel. Under these circumstances we 
wonder if we can expect the major oil companies to make any real attempt to 
hold up finished product prices. 
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The M. F. A. Oil Co. has just finished spending almost $3 million to enlarge and 
modernize our Memphis refinery. We were encouraged by Petroleum Admin- 
istration for Defense and other Federal agencies to increase capacity and to 
build a catalytic cracking unit. Without this encouragement (including a 
Certificate of Necessity) we undoubtedly would have foregone our construction 
program. We are not an isolated case in this respect among independent refiners. 
Due to this sort of encouragement, there is now almost 1 million barrels excess 
refining capacity in the United States. Certainly ample refining capacity is 
proper for purpose of national defense and the protection in case of all-out war. 
However, if the independent refiners are eliminated due to low product prices 
with increased crude costs, much of the refining capacity, so expensively built, 
will be liquidated. 

The M. F. A. Oil Co. is owned entirely by farmers and the recent price increase 
in gasoline and tractor-fuel prices came at a time when farm income is at the 
lowest level in many years and still falling. However, the farmer-owners of the 
M. F. A. Oil Co. have several millions of dollars invested at our refineries and in 
marketing facilities. The loss to farmers in our territory will be much greater 
if our refineries, and other independent refineries, are forced to liquidate than if 
slightly higher prices are paid for finished oil products. It has been pointed out 
in hearings before this committee that the independent refiner exists principally 
in the Middle West. The competition of the independent refiner has contributed 
to lower prices being paid by farmers and all consumers in our area as compared 
with prices in areas not served by independent refineries. Thus, a “squeeze” upon 
independent refiners which drives them out of business will in the long run be 
more costly to consumers than product price increases at this time commensurate 
with crude-oil price increase. 

The Arkansas State Legislature only last year conducted hearings in an at- 
tempt to ascertain why major oil companies charged lower prices in the Memphis 
area in comparison with prices charged at Helena, Ark. and in southern Arkansas, 
which happens to be the origin of products moving to the Memphis area. 

It has been pointed out in testimony before this committee that refinery 
operating costs have increased materially since the last general price increase 
on finished products. In our refineries this increased cost has averaged 20 cents 
per barrel. The independent refiner without crude-oil production of its own 
cannot possibly absorb the recent crude-oil price raise and stay in business. 

The recent crude-oil price increase may be justified because of higher produc- 
tion costs. However, with large stocks of finished products in inventory, the 
result is obvious. Product prices will not increase sufficiently to offset higher 
raw-material costs. Refineries, too, needed higher prices to compensate for 
higher operating costs, but they have been unable to increase prices because of 
adverse supply and demand factors. Marketers too, have needed higher margins 
because of increased operating costs, and, major oil-company jobbers are appar- 
ently getting lower prices and thus higher margins. The only segment of the 
oil industry which it appears is going to be hurt as a result of the recent crude 
price raise is the independent refiner. 

‘Therefore, it appears to us the real problem arising from the crude price raise 
is the apparent subsidization of the refining branch of major oil companies by 
their crude-oil production divisions. If the independent refiner is “squeezed 
out,” then higher consumer prices are bound to follow. 

R. A. Younes, 


General Manager. 


(Whereupon, at 5:30 p. m., the hearing was adjourned, subject to 
the call of the chair.) 
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